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| @ M/I HOMES PROFILE
[ .

The success of our geographic
diversification strategy is
highlighted by the shift in homes
delivered from 2002 to 2006.
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Founded in 1976, M) Homes is one of the natior’s leading homebuilders. The Company has sold nearly 70,000 homes
under the Mfl-Homes, Showcase Homes and Shamrock Homes trade names. During the past 30 years, M/l Homes has
established an exemplary reputation based on a strong commitment to superior service, innovative design, quality
construction and premier locations.

M/I Homes serves a broad segment of the housing market including first-time, move-up, luxury and empty-nester buyers.
Listed on the New York Stock Exchange, the Company's stock is traded under the ticker symbol MHO.




@ 2006 HIGHLIGHTS

Pl

® Record Revenue - $1.4 billion

® Net Income of $38.9 miliion}

® Diluted Earnings per Share of $2.74

e  Year-end Shareholders’ Equi_tyI reaching a record high of $617 million

®  Yearend backlog of 1,523, with a year-end backlog sales value of $533
million and an average sales]iprice in backlog of $350,000

Income Statement Data

Year Ended December 31, (dollars in thausands, except per share amounts)

2006 2005 2004 2003 2002
Revenue §1.359,293 $1,347.646 $1,174.635 $1,068,493 $1,032,025
Gross Margin ‘ 273,024 340,123 299,021 266,961 242,705
' Operating Income 76,366 175,535 159,639 139,930 117,442
Income Before Income Taxes 60,119 161,427 161,297 135,099 109,200
Net Income 38,875 100,785 91,534 81,730 66,612
Net Income Per Share (Diluted) $2.74 $6.93 $6.35 $5.51 $4.30
Unit Data
Year Ended December 31, (dollars in thousands)}
h 2006 2005 2004 2003 2002
New Contracts 2,825 4,314 4,333 4,485 4,130
Homes Delivered | 4,109 4,291 4,303 4.148 4,140
Backlog at Year-End 1,523 2,807 2,688 2,658 2,321
Backlog Sales Value $533.000 $954.060 $800,000 $704,000 $567,000
Backlog Average Sales Price $350 $340 $298 $265 $244
Balance Sheet Data '
At December 31, (dollars in thousands, except per share amounts)
! 2006 2005 2004 2003: 2002
Homebuilding Inventory ?1_',184,358 $1,076,132 $798,486 $591,626 $451,217

Total Assets

Homehbuilding Debt
Shareholders’ Equity
Shareholders’ Equity Per Share

1,477,079 1,329,678 . 978,526 746,872 578,458
615,600 465,565 287,370 155,614 62,658
617,052 592,568 487,611 402,409 339,729

$44.33 $41.36 $34.37 $28.28 $22.97
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After more than 10 years of record setting performance,
M/l Homes faced a number of challenges in 2006 as
most of the nation’s housing markets spiraled
downward in swift and dramatic fashign. In the face of
these challenges, we undertook affseries of key
initiatives as we shifted from an joffensive” to a
piedominantly “defensive” operatingj} strategy. This
strategy served us well - - despite difficult conditions,
we recorded record revenue in 2006,fended the year
with stockholders equity reaching fa record $617
million, and had the third best incomejyear in our 30
year history, before the impact of land write-downs and
other charges. Though market conditions continue to
be tough, we have a strong company, a.re well
positioned for the future and believe this is a time of
great opportunity for M/l Homes. ‘
Until early 2006, the external measuresiwhich tend to
have the greatest influence over our performance - -
interest rates, job growth, consumer confidence and
affordability - - were all pointing in the}right direction
as we experienced “near-perfect” operating conditions.
Then about a year ago, things began o change. The
markets turned downward and what we had always
known became abundantly clear - - homebuilding is a
cyclical business. For the first time in nearly a decade,
the nation’s homebuilders were faced with a number of

difficult issues and situations, as (i} ibuyer demand

weakened considerably; (i) new and used home

inventory reached record levels; (jii) cancellation rates
nearly doubled, reaching unprecedented highs; (iv)
profits and margins fell faster than anyone could have
anticipated; (v} delivering the backlog became a daily
priarity; and (vi) the nation’s largest builders, including
M/l, recorded land-related impairment charges and
write-offs. As our business contracted, we were forced
to lay-off nearly a third of our workforce in order to
right size ou.r operations as we rﬁanage through this

down cycle.

Considering the many adverse challenges we
encountered in 2006, there were a number of positives
worth noting. Our pre-impairment full year gross
margins were a very sclid 25.4%. Operating margins :
for the year, exclusive of impairments, write-offs and
severance costs, equaled 11.9%. We had a record year
in Tampa, Orlando, West Palm Beach and Charlotte.
And, we successfully launched a number of key
initiatives which should further distinguish our
operations and imprave our Company for many years

to come.

We ‘operate in nine major markets in the eastern half
of the United States - - with three in the Midwest
(Columbus, Cincinnati and Indianapolis), three in

Florida (Tampa, Orlando and greater Palm Beach




County) and three in the Mid-Atlantic region (Charlotte,
Raleigh and greater Washington, D.C)..We have been
in each of these markets for more than 15 years, have
capable and experienced management in place and
feel our geographic mix and product diversity has
played, and will continue to play, an important role in
our growth and success. This is particularly true today
as our Charlotte and Raleigh operations have
remained solid throughout this housing slowdown.
Moreover, the markets in which we operate have, over
the long haul, been among the premier housing
markets in the United State and we believe they will
continue to be in the future as we return to more

“normal” housing conditions.

As we begin 2007, the question we are asked most is
“are things improving - - has the market hit bottom?”
In response, the only thing we really know is that,
despite all of the data and different views expressed by
many well informed people as to where we are in the
cycle, no one really knows for sure, However, from a
planning standpoint, we have been consistent in our
position that \n;e expect market conditions to remain
‘challenging throughout 2007, as evidenced by our

largely defensive operating strategy.

I want to take the opportunity to acknowledge and
recognize the signiﬁcant contributions made to our
Company by Steven Schottenstein. During 2006,
Steven resigned as Chief Operating Office and Director,
after serving as a key member of M/I's senior
management for more than 27 years. Steven played a
significant role in the growth and success of M/l Homes
and we thank him for his many years of service. | also
want to share with you that ). Thomas Mason joined
our Board during the latter part of 2006. Tom
continues to serve as General Counsel for the Company
as well as an important member of our senior
management team. We are very pleased that Tom has

joined our Board,

We are excited about our business and believe the
current environment makes this a time of real
oppaortunity for M/l Homes. Given the strength of our
financial position, our clear focus on quality, customer
service and other operational initiatives, and the
dedication and ability of the entire M/l Homes team, we
are committed and poised to build on our record of

homebuilding excellence. Thank you for your support.

NPl
Robert H. Schottenstein
Chairman and Chief Executive Officer




@ CREATING COMMUNIKTIES NN

Today, -the look and feel of our communities is

as important as the-design of our homes. From

inviting amenities to walking paths and parks,
homebuyers want their neighborhood to be a

destination — a place for recreation and relaxation.
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@ OUR COMMITMENT TO OUR HOMEBUYERS TN

With our exclusive Confidence Builder Program the
homebuying experience is enhanced and quality is
assured through a series of conferences and inspections.
It helps align us with our buyers’ expectations and
guarantee their complete satisfaction,

__,\

f;,! | R
YIS

P et 1

| ]

N

n







@ MARKET TRENDS

M/l Homes is mindful of changing
market trends and offers housing types
that cater to various demographicst
From multi family to single family |
homes, we want to be sure our homes

have broad appeal to home buyers?
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We believe that the ability for buyers to personalize their
home is of growing importance. That is why M/l Homes has
created and will continue to develop state (ljf the art free-
sfanding Design Centers that offer buyers a:n array of exterior

and interior design choices. ]
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@ QUALITY AND SERVICE N (7 Y
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The foundation of M/l Homes has always been “treating our _ 1 ]
homeowners right”. Our dedication to quality and uncompromising | i il ‘
attitude toward customer service has resulted in a tremendous i I i” y
number of second and third time M/l homeowners. j = 3 =
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@ LOOKING AHEAD

M/l Homes has reacted quickly ‘and decisively
to challenging market conditions. We are well

positioned for the future and believe this is

a time of great opportunity.




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT

X | oF 1934 ‘

For the fiscal year ended December 31, 2006

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File No. 1-12434
M/1 HOMES, INC.

(IZxact nume of registranl as specified in its charter)

Ohio 31-1210837
(State or other jurisdiction (LR.S. Emplover
of incorporation or organization) Identification No.)

3 Easton Oval, Suite 500, Columbus, Ohio 43219
(Address of principal exccutive offices) (Zip Code)

Registrunt’s telephone number, including arca code: (614) 418-8000
Sccurities registered pursuant to Section 12(b) of the Act:
Naume of each exchange on

Title of cuch class which registered
Common Shares, par value $.01 New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

None
{Ttle of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Sccunties
Act.
Yes No X

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.
Yes No X

Indicate by check mark whether the registrant (1) has filed all reports required 1o be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
wus required to file such reporis), and (2) has been subject to such filing requirements for the past 90 days.

Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant (o ltem 4035 of Regulation S-K is notl contained
herein. and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
mcorporated by reference in Part I of this Form 10-K or any amendment to this Form 10-K. | ]




Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer,|or a non-accelerated .
filer. See definition of “accelerated filer” and © ‘large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check

one):

Large accelerated filer

Accelerated filer X Non-accelerated filer
i

Indicate by check mark whether the registrant is s shell company (as defined in Rule 12b-2 of lhe Act),

As of June 30, 2006, the last business

Yes No X

'

|
5 day of the registrant’s most recently completed second fiscal quarter, the

agpregate market value of voting conon shares held by non-affiliates of the registrant (12, Ifﬂ 732 shares) was

approximately $426.350,000. The nu
was 13,922,248,

umber of common shares of the registrant outstanding on February 20, 2007
|

DOCUMENT INCORPORATED BY REFERENCE

Portions of the registrunt’s Definitive

[Prow Statement for the 2007 Annual Meeting of Slmreholders to be filed

pursuant to Regulation 14A under the Securities I2 xchange Act of 1934 are incorporated by rclc.rencc into Part 111 of

this Annual Report on Form 10-K.




Part |
ftem 1.

Item 1A.

Item 1B.

Item 2.

Item 3.

Item 4.

Part 11

Item 3.

Item 6.

lem 7.

Item 7A.

[tem 8.

Item 9.

Item 9A.

Item 9B.

Part 111
Item 10.

Item 11.

[tem 12.

Item 13.

[tem 4.

Part1V
Item 15.

Signatures

TABLE OF CONTENTS

Busincss
Risk Factors
Unresolved Staff Comments

Properties

_ Legal Proceedings

Submission of Matters to a Vole of Security Holders

Market for Registrant’s Common Equity, Related Sharcholder Matters and
Issuer Purchases of Equity Securities

Selected Financial Data

Management’s Discussion and Analysis of Financial Condition and Results
of Operations

Quantitative and Qualitative Disclosures About Market Risk
Financial Statements and Supplementary Data

Changes in and Disagreements With Accountants on Accounting and
Financial Disclosure

Controls and Procedures

Other Information

Directors, Executive Officers and Corporate Governance
Executive Compensation

Security Ownership of Certain Beneficial Owners and Management and
Related Stockholder Matters

Certain Relationships and Related Transactions, and Dircctor Independence

Principal Accounting Fees and Services

Exhibits, Financial Statement Schedules

PAGE
NUMBER

14

14

15

17

18

35

64

64

65

67

67

67

67

67

68

73



PART I '

ITEM 1. BUSINESS . :
|

|

Company

M/T Homes, Inc. and subsidiarics (the}*Company™ or “we”) is one of the nation’s lcading bullders of single-family
homes, having delivered over 68, 000 homes since our inception. In 2005, the latest year for which information is
available, we were the 217 largest U! s single-family homebuilder (based on homes dellvered)'ds ranked by Builder
Magazine. The Company was mc.o;pfomtc.d, through predecessor entities, in 1973 and commenced homebuilding
activities in 1976. On July 1, 2003, the Company acquired certain assets and assumed [certain liabilities of
Shamrock Homes, located in Iavares' Florida. We sell and construct single-family homes, townhomes and recently
began offering condominiums, (o ﬁr'sl-tlme move-up, empty-nester and luxury buyers under the M/T Homes,
Showcase Homes and Shamrock H(Hles trade names. In 2006, our average sules price of homes delivered was
$313,0000 compared to $298,000 in 2005 During the yeur ended December 31, 2006, we dellvercd 4,109 homes
with record-setting total revenues of dpprmumdlelv $1.4 billion and net income of $38.9 nulhon

Our homes are sold in the following ‘geographic markets - Columbus and Cincinnati, Ohio: Tampa, Orlando and
West Palm Beach, Florida; Chdl‘l()[lc:dnd Ralcigh, North Carolina; Indianapolis, Indiana; Deldware and the Virgima
and Maryland suburbs of Washmgton,iD C. We are the leading homebuilder in the Columbus, Ohio market, based
on revenue, and have been the numb‘cr one builder of single-family detached homes in this mdrket for each of the
last eighteen vears. In addition, we are onc of the top ten homebuilders in the Indianapolis, Cmc,mmm and Tampa
markets, based on homes delivered. ‘Our current operating strategy is focused on the follow mgrl\ev initiatives:

. . ) |
¢  Emphasizing our product, customer service and premier locations;

¢ Improving affordability by c‘:c:nslamly reviewing our sales prices, offering incentives and reducing costs of
goods purchased from both vendors and subcontractors to maximize profits and cash flows;
. |
¢ Decreasing our selling, general and admimsirative expense infrastructure to reflect local market business
conditions: and '

¢ Reducing our and and lot i 1m entory investment from current levels by sugmﬁcantlv curtailing our land
purchases, phasing and/or de]dvmg land development and pursuing the sale of certain owned land.

We believe that we distinguish ourselves lrom competitors by offering homes in select dreas’with a high level of
design and construction quallty within a given price range, and by providing superior customer service. Otfering
homes at a variety of price points allows us to altract a wide range of buyers, including manv of our existing
homeowners. We support our hOI‘I%CblllldlIlg operations by providing mortgage financing Services through our
wholly-owned subsidiary, M/ Finandial Corp. (“M/I Financial™), and title and insurance brokerage services through
subsidiaries that are either wholly- or'rﬁajorih’-oumed by the Compuny. :

Our financial reporting segments con51st of the following: Midwest homebuilding; Flondalhomcbmldmg Mid-
Atlantic homebuilding; and ﬁndncml scrvwes Our homebuilding operations comprise the mosl substantial part of
our business, representing dppm\umdtcly 98% of consolidated revenue during each of the past three years. Qur
homebuilding operations generale OV‘C}' 96% of their revenue from the sale of completed homeq with the remaining
amount generated from the sale of land and lots. Our financial services operations generate revenue from
oniginating and sclling mortgages, co]lectmg fees for title insurance und closing services and Lollec.tmg commissions
as a broker of property and casualty 1nlsurance policies. Financial information, including revenue, operating income
and identifiable assets for each of our reporting segments, is included in Note 19 of our Cclmsohddted Financial
Statements. |

|

Our business strategy emphasizes thelfollowing: '
Provide superior homeowner servtce. Our core operating philosophy is to provide supenor service to our
homeowners. We attempt to involve the homeowner in many phases of the building process in order to enhance
communication, knowledge and imiolvement of the homeowner. Our selling process focuqeq on the homes’
features, benefits, quality and de51gn il.s opposed to merely price and square footage. In all of our markets except
Washington, D.C., we utilize design’ centers to better promole the sale of options and enable buvers to make more



informed choices. This enhances the selling process and increases the sale of optional features that typically caITy
higher margins. We believe all of this leads to a more satisfied homeowner.

Offer product diversity and innovative design. We devote significant resources 1o the research and design of our
homes to meet the needs of our buyers.. We offer o number of distinct product lines and more than 600 different
floor plans, with some of those floor plans being built in multiple elevations. We also offer a high level of design
and construction quality within each of our price ranges.

Focus on premier locations and highly desirable communities. For a number of vears. our approach to location of
communitics has been a key strategic element of our business. We focus on locating and controlling land in the
most desirable areas of our markets. We also focus on the overall design and appearance of our communitics,
Through our community planning and design process, we create well-planned communities with careful attention to
a wide varicty of aesthetic elements. We focus on the location and design of our commumities because we believe
these are important factors our homebuyers consider when making a decision to purchase a new home.

Focus on prefitability. We focus on profitubility while maintaining the high quality of our homes and customer
service, We focus on house margins by carcfully managing the selling process in order o emphasize the features,
benefits, quality and design of our homes. In addition, profitability is enhanced by managing expenses and
minimizing speculative building. We are focused on reducing our overhead costs by right-sizing our operations,
along with continuing to reduce our construction costs by working with our vendors and subcontractors to continue
to provide attractive featurcs while minimizing raw material and construction costs. We also focus on profitability
through our land strategies. Currently, a major initiative we are focused on in several of our markets is reducing our
investment in land and lot inventory, based on our projected future sales absorption levels.

Muintain marker position in existing markers. Many ol our markels have experienced # slowdown in new
homebuilding construction during the past year as a result of various cconomic factors; however, we believe several
of our existing markets continue to demonstrate economic characteristics that support longer-lecrm growth. As a
result, our primary short-term operating strategy will focus on maintaining our market position in our existing
markets. We believe we will be successtul in doing this by continuing to focus on quality and customer service,
along with improving community affordability by lowering sales prices and offering incentives.

Conduct decentralized operations with experienced management. Each of our markets has unique characteristics
and is managed locallv by dedicuted, on-site personnel. In the fourth quarter of 2006. we completed our
implementation of a regional management structure to more cffectively manage the operating strategy within our
Midwest, Florida and Mid-Atlantic homebuilding operations,  Our region, arca and division presidents posscss
intimate knowledge of their particular markets and are encouraged to be entrepreneurial to best meet the needs of
that market. Our incentive compensation structure supports our overall Company goals by rewarding each region,
arca and division president primarily. bused on achicving income und asset targets along with homecowner
satisfaction. While our homebuilding operations are decentralized, our allocation of capital is done by corporatc
management.

Sales and Marketing.

Throughout our geographic markets, we market and sell our homes exclusively under the M/l Homes trade name,
except in Columbus, where a limited number of our homes are also marketed under the Showcase Homes trade
name, and in July 2005 acquired homebuilding operations in Tavares, Florida (included in our Orlando market),
where our homes are also marketed under the Shamrock Homes trade name (the July 2005 acquired homcbuilding
operations). Company-employed sales personnel conduct home saies from on-site offices within our fumnished
model homes. Each sales consultant is trained and prepared to fully -explain the features and benefits of our homes,
determine which home best suits cach buyer’s needs, explain the construction process and assist the buyer in
choosing the best financing. Significant attention is given to the ongoing training of all sales personnel to assure the
highest level of professionalism and product knowledge. As of December 31, 2006, we employed 130 sales
consultants and operated 161 model homes.

We advertise using most of the traditional mediums, such as newspapers, magazines, direct mail, billboards, radio
and television. . The particular marketing mediums used differ from market to market based on arca demographics
and other competitive lactors. We have also significantly increased our advertising on the internet through
expansion of our website at mihomes.com and through a third party’s website. In addition, we encourage
independent broker participation and, from time to time, utilize promotions and incentives to atiract interest from
these brokers. Our commitment to quaiity design and construction, along with our reputation for superior service,
has resulted in a strong referral base and numerous repeat buyers.

5.



To further enhance the selling process, we operate design centers in each of our Midwest and! Florida markets, and
recently opencd design centers in oulr Charlotte and Raleigh markets. These design centers are staffed with interior
design specialists who assist buyers m selecting interior and exterior colors, standard options and upgrades. In our
Washington, D.C. market, this selectlon process is handled directly by our sales consultants., We also add to the
selling process by offering financing lo our customers through our wholly-owned subsidiary, M/I Financial, which
has branches in all of our markets, M/I Financial originates loans for purchasers of our llomcs The loans are then
sold, along with the servicing rights, 1o outside mortgage lenders. Title-related services are provlded 1o purchasers
of our homes in the majonty of our n%arhels through alfiliated entities. In addition, in 2006, the financial services
scgment began collecting comm1ss10ns as a broker of property and casualty insurance policics through a majority-
owned subsidiary, M/1 Insurance Agencv LLC. :
We generally do not commence construction of a home until we obtain a sales contract and prclummrv oral advice
from the buyer’s lender that ﬁndnunjl_z should be approved. However, in certain markets, contructs may be dccepted
conlingent upon the sule of an e‘usllng home. and construction may be authorized through a certain phase prior to
satisfaction of that contingency. In addmon speculative, or “spec,” homes (i.e.. homes 5ldncd in the absence of an
cxccuted contract) may be built 10 facilitate delivery of homes on an immediate-need bdsls and to provide
prescntation of new products. I

|

Design and Construction

We devote significant resources to the research, design and development of our homes in order io fulfill the needs of
homebuyers in all of our markets. {We offer more than 600 different {loor pluns that are tailored to meet the
requircments of buyers within each of our markets. We spent $3.7 million, $3.5 million and $2.5 million in the
vears ended December 31, 2006, 2003 hind 2004, respectively, for rescarch and development of our homes.

The construction of each home is supervlscd by a construction supervisor who reports to a produclxon manager. both
of whom arc cmployees of the C?lppanv Buyers are introduced to their construction |supervisor prior lo
commencement of home construction at a pre-construction “buver/builder conference.” Ihe purpose of this
conference is to review the home pld[lS and all relevant construction details and to explain the c.onstru(.lmn process
and schedule. We encourage our buylef's to actively monitor and observe the construction of théir home and see the
quality being built mnto their home. 'All of this is part of our exclusive “confidence builder program™ which,
consistent with our business phlloqoph\ is designed to “put the buver f{irst” and enhance thc total home-buyving
experience.

Homes generally are constructed according to standardized designs and meet applicable Federal Housing Authority
(“FHA™) and Vcterans Adlmmstratlor;( “VA”) requirements. To allow maximum dcsn&n fIE‘(lbllllV we limit the use
of pre-assembled building componcnls The efficiency of the building process is enhanced through the use of
standardized materials available from | ajvariety of sources. We utilize independent subcontrdc.tors for the instaltation
of sitc improvements and the consiruction of our homes. OQur onssite construction super\'lsors manage the
development and construction pmcessq Subcontractor work is perfermed pursuant to w mlen agreements. The
agreements are generally short-termn. }V'lth terms from six to twelve months, and specify a f“m.d price for labor and
muterials. The agreements are slruc.lurcd to provide price protection for a majority of the hlgher -cost phases of
construction for homes in our bdcldog' The construction of our homes typically takes approximately four to six
months from the start of construchon to completion of the home, depending on the size dnc'i complexity of the
particular home being built. We ]uve not cxperienced any significant issues with availability of building materials
or skilled labor dunng 2006. As of December 31, 2006, we had a total of 1,523 homes \\ ith $533.0 million
aggregate sales value in backlog in v’.:u"wus stages of completion, including homes that are undcr contract but for
which construction has not yet begun. 1?5 of December 31, 2005, we had a total of 2,807 homes with $954.0 million
aggregate sales value in backlog. Homes included in vear-end backlog are typically included in homes delivered in
the subsequent year.

|

I
Warranty '
1
We provide a variety of warrantics in connccuon with our homes and have a program to perform several inspections
on cach home that we sell. lmmz.dmlel) prior to c¢losing and again approximately three monlhs after a home 1s
delivered, we inspect cach home \Vlll'l the buver. At thc homeowner’s request, we will also ,pr0v1de 4 one-veur
drywall inspection. We offer a tw 0-year limited warranty on materials and workmanship and d thirty-vear limited
warranly against major structural defects To increase the value of the thirty-vear \\’dI‘l"dllI\' the warranty is
transferable in the event of the sale of the home. We also pass along to our homebuyers all \mrr.mllcs provided by
the manufacturers or suppliers of c.omponenls instalied in each home. Our warranty expense. 'was approximately
1
6 ‘

- !




0.7%, 0.9% and 1.3% of total housing revenuc for the ycars ended December 2006, 2005 and 2004, respectively. In
2007, we expect to modify our warranty program to provide coverage for construction defects and certain resultant
damage caused by any construction defects. The warranty period will vary by state in accordance with the statute of
limitations for construction defects for each state.

Markets
Our operations are organized into ten homebuilding divisions within four regions to maximize operating efficiencies

and use of local management. Each of our divisions is managed by an arca president with each region being
managed by a region president. Our current homebuilding operating structure is as follows:

Year

Operations

Region Division Commenced
Midwest Columbus, Ohio - M/l 1976
Midwesl Columbus, Ohio - Showcase 1688
Midwest Cincinnati, Ohio 1988
Midwesl Indianapolis, Indiana 1988
Florida South Tampa, Florida 1981
Florida North Orlando, Flonda 1984
Flonda South West Palm Beach, Florida 1984
Mid-Atlantic Charlotte, North Carolina 1985
Mid-Ailantic Raleigh, North Carolina 1986
Mid-Atlantic Washington, D.C. 1991

Columbus is the capital of Ohio, with federal, state and local governments providing significant employment.
Single-family permits werce approximately 5.700 in 2006, a decline of 36% from 2005's permits of approximately
8,900. The decline in permits is attributable to general economic conditions, including minimal job growth and
increased competition from the resale market. Columbus is our home market, where we have had operations since
1976.

Cincinnati is characterized by a slable economic environment and a diverse employment base. Employers include
The Procter & Gamble Compuny, The Kroger Co., the University of Cincinnati and General Electric Company. In
addition, Cincinnati has a large presence in the financial services industry.  Single-family permits were
approximately 7,500 in 2006, a decline of 30% {rom 2005°s permits of ncarly 10,800.

Indiznapolis is a market noted for its diverse industry and relatively voung population. Significant industries include
health and pharmaceutical, distribution and services. Single-family permits were approximately 9.300 in 2006, a
decline of 25% from 2005°s permits of nearly 12,400.

Tampa is a steady markel, anchored by financial and other back-office operations, tourisin and conventions. In-
migration remains steady as a result of on-going business expansions and relocations. Due to an over-supply of
inventory in the housing market, permit activity has decreased significantly during 2006. Single-family housing
permits were approximately 18,300 in 2006 compared to approximately 27,400 in 2005, a decline of 33%.

Orlando’s housing market experienced some sofiening in 2006, but continucs to offer longer-term growth potential.
Predominant industries include tourism, high-tech and manufacturing. In 2006, single-family permits were
approximately 23,500, a decline of 1% from 2005°s permits of approximately 26.500.

West Palm Beach is one of the more affluent markets in the United States. Predominant industries include
construction, retail, tourism, healthcare and service sectors. Due to an over-supply of inventory in the market,
permit activity decreased significantlv during 2006. Single-family housing permits were approximately 4,700 in
2006 compared to approximately 9,700 in 2005, a decline of 52%.

Charlotte is home to numerous firms in the banking industry, as well as a growing presence of corporate.
headquarters and the addition of some new manufiacturing operations. The demographics continue o support long-
term growth, with stfong in-migration and an educated workforce. In 2006, housing activity increased with nearly
20,300 single-family permits compared 1o approximately 19,300 in 2003.
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The Raleigh market is stable, with stdle government, three major universities, and growth in the pharmaceutical and
biotech industrics contributing to 1ts slgmﬁc.ant and stable employment base. Single- fdnlll\’ housing permits
declined slightly in 2006, from appm\umdlcl\ 19,200 in 2005 to approximately 18,300 in 2006.
|

The Washington, D.C. metro economyjcontinues to be solid; however, due to the current over-supply of available
homes, housing activity has softened! 'Md_]()l‘ contributors 1o employment come {rom the construction, technology
and govermnment sectors. Smg,le-fdmllv housing permits were approximately 26,700 in |2006 compared to
approximately 36.100 in 20035, a declme of 26%. Our operations arc located throughout the Mar\ land and Virginia
suburbs of Washington, D.C.. as well As in Delaware.

i
Product Lines ‘ |

On a reglon.ll basis, we offer homes mngmg in base sales price from approximately $100, 000‘[0 over $1.000.000
and ranging 1n square footage from approxun.nel\ 1,100 1o 7,000 square feet. In addition to smgle -family detached
homes, we also offer attached tow nhomes in most of our markets and recently began offering condomlmums in our
Orlando, Columbus, and Washington, ID C. markets. By offering 1 wide range of homes, we are able (0 attract first-
time, move-up, emptyv-nester and luxury homebuyers. It is our goal to scll more than one homé to our buvers, and
we have been successful in this purqmt '

In each of our home lines, upgrades and options are available to the homebuyer for an dddili(;ndl charge. Major
oplions include fireplaces, additional b;lllhmom‘: and higher-quality flooring, cabinets and dpplldllu.\ The options
are typically more numerous and sngmﬁcam on our more expensive homes, and tvpically opllons carry a higher
margin than our standard selections. l l

Land Acquisition and Development

Our land development activitics and l.md holdings have been greatly diversified over the past lhrct, years as part of
our operating strategy to reduce our depundence on our Midwest markets and become more dlverslﬁed in our land
holdings. During 2006, we spent dpprommltelv $164.0 million on land purchases, with rnore;th‘m 80% of these
land purchases being made 1n mdrkels outside the Midwest. During the past several years, we have devcloped
approximately 90% of our land mtema]lv in order to maximize our ability to sccure the best localllons On a limited
basis, we have also purchused finishéd lots from outside developers under option agreements; however, we
constantly evaluate our alternatives l()'bdllbf\ the need for lots in the most cost effective manner. We seek to limil
our investment in undeveloped land .md lots to the amount reasonably expected to be sold in the next three to six
vears. Although we purchase land and e‘ngdg,c in lund development activities primarily for the purpose of furthering
our homebuilding activities, we have, on a very select and limited basis, dc.vt.loped land with the!mlcnllon of selling
a portion of the lots to outside homebuilders in certain markets. ,

To limit the risk involved in the de\ elopmc.nt of land, we acquire land primarily through lhc. use of contingent
purchase agreements.  These dgrcemenls require the approval of our corporate land c.ommlltu. and frequently
condition our obligation to purchasej land upon approval of zoning, utilities, soil and subsurfdu. conditions,
environmental and wetland conditions! Market analysis, development costs, title matiers and other property-related
criteria. Only after this thorough ev'dludllon has been compleled do we make a commitment to purchase
undeveloped lund. [n certain limited snuatlons we have acquired un-zoned land, as approved b\ our corpomtc land

committee. '

[
We periodically enter into limited liability company (“LLC™) arrangements with other entities to develop land. At
December 31, 2006, we had interests \’dl"\'lllg from 33% to 50% in each of 27 LLCs. Four of the LLCs are located
in Tampa, Florida, one of the L1.Cs is ]og:atcd in Orlando. Florida and the remaining 1.1.Cs are Iocalcd in Columbus,
Ohio. As of December 31, 20006, threejof the LLCs have obtained ﬁmmmg from a third party lc.ndor and all of the
remaining LLCs are equity financed by, the Company and our partners in the LLCs. I

During the development of lots, we are required by some municipalities and other- goxcmmcnml authorities to
provide completion bonds or letters of; credit for sewer, streets and other improvements. At Dcc.(.mber 31, 2006,
$115.9 million of completion bonds were outstanding for these purposes, as well as $20.9 million oI letters of credit.

We seek to balance the economic risk{of owning lots and land with the necessity of having lots available for our
homes. At December 31, 2006, we h‘szS 494 developed lots and 2,600 lots under dufclopmenl in inventory., We
also owned raw land e‘(pu.tt_d to be dz.vclopcd into approximately 8.471 lots.




In addition, at December 31, 2006, our interest in lots held by unconsolidated 1.L.Cs consisted of 14 unsold lots, 291
lots under development and raw land expecied to be developed into 2,516 lots.

At December 31, 2006, we had purchase agreements to acquire 1,591 developed lots and raw land to be developed
into approximately 1,455 lots for a total of 3,046 lots, with an agpregate current purchase price of approximately
$150.0 million. Purchase of these propertics is generally contingent upon salisfaction of certain requircments by us
and the sellers, such as zoning approval and availability of building permits. We currently believe that our
maximum exposure as of December 31, 2006 related to these agreements is equal to the amount of our outstanding
deposits, which totaled $10.4 million, including cash deposits of $3.7 million, letters of credit of $4.6 million and
corporate promissory notes of $2.1 million. Further details relating to our lund option agreements arc included in
Note 11 of our Consolidated Financial Statements.

The following table sets forth our land position in lots (including lots held 1n unconsolidated LL.Cs) at December 31,
2006:

Lots Owned

Finished Lots Under Undeveloped Tolal Lots Lots Under
Region Lots Development Lots Owned Contract Total
Midwest 2,680 359 4,394 7.433 £54 8287
Floridu 1.711 1,977 5.330 9.018 1.034 10,052
Mid-Attantic 1117 555 1.263 2.935 1158 4.093
Total 3.508 2.891 10,987 19.386 3.046 22,432

Financial Services

We provide mortgage financing services to purchasers of our homes through our wholly-owned subsidiary, M/I
Financial. M/I Financial provides financing services in all of our housing markets. Durnng the veur ended
December 31, 2006, in the markets served, we captured 80% of the availuble business from purchasers of our
homes, originating approximately $666.9 million of morigage loans. The morigage loans originated by M/I
Financial arc generally sold to a third party within two wecks of originating the loan.

M/1 Financial has been approved by the Department of Housing and Urban Development (“HUIY") uand the VA to
originate mortgages that are insured and/or guaranteed by these entities. In addition, M/l Financial has been
approved by the Federul Home Loan Mortgage Corporation (“FHLMC™) and by the Federal National Mortgage
Association ("FNMA”) as a seller and servicer of mortgages.

We also provide title services to purchasers of our homes through our whollyv-owned subsidiary, TransOhio
Residential Title Agency, Ltd. and through our majority-owned subsidianes, M/ Title Agency, Ltd. and
Washington/Metro Residential Title Agency, LLC. Through thesc entities, we serve as a title insurance agent by
providing title insurunce policies, examination and closing services to purchusers of our homes in all of our housing
markets except Raleigh and Charlotte. We assume no underwriting risk associated with the title policies. In
addition, we have started to collect commissions as a broker of property and casualty insurance policies through M/1
Insurance Agency, LLC, a majority-owned subsidiary. As a broker, the Company does not retain any risk associated
with these insurance policies.

Corporate Operations

Our corporate operations and home office are located in Columbus, Ohio, where we perform the following functions
at u centralized level:

Establish strutegy, goals and operating policies;

Monitor and manage the performance of our operations;

Allocate capital resources:

Provide financing and perform all cash management functions for the Company, as well as maintain our
relationship with lenders;

® Maintain centralized information and communication systems; and

& Maintain centralized financial reporting and internal audit function.

Competition

The homebuilding industry is highly competitive. In each of our markets, we compete with numerous national,
regional and local homebuilders, some¢ of which have greater finuncial, marketing, land acquisition and sales
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resources. Builders of new homes compt.lc. not only for homebuyers, but also for desirable propcrllcs financing,
raw materials and skilled subt,on[raclors In addition. there is competition with the existing homt. resale market. We
believe that we have a very strong competltwc position in the markets in which we opc.rate because of our
commitment to both quality and customer service: however, due to the current over-supply of housing inventory in
many of the markets in which \\e] opcrate, combined with significant discounting by (.(I:rtam homebuilding
competitors, the housing markets in which we operute have become more competitive than in the past.

Regulation and Environmental Matters |

The homebuilding industry, ncluding the Company. is subject to various local, state and federal '(including FHA and
VA) statutes, ordinunces, rules and rcglllduons concerning zoning, building, design, construction, sales and similar
matters. These regulations affect constiuction activitics, including types of construction malc.nd]s that may be used,

certain aspects of building dulgn salés activities and dealings with consumers. We arc requ:rcd to obtain licenses,

permits and approvals from various gé\'cmmenldl authorities for development activities.  In mdnv arcas, we arc
subject to local regulations which i lmposc restrictive zomng and density requirements in order to limit the number of
homes within the boundaries of a pdl’ll(.'llldr locality. We strive to reduce the nsks of restrictive zomng and density
requirements by u';mg conlingent ldnd purchdse agreements, which state that land must meet various requirements,

1nclud1ng zoning, prior lo our purchdsc
t

Development may be subject 1o periodic delays or precluded catirely due to building momtorulms Generally, these
moratoriums relate to insufficient wateror sewage facilities or inedequate road capacity within spcmﬁc market areas
or communities. The moratoriums we) have expericnced have not been of long duration and hd\’(. not had a material
cffect on our business. i

Euch of the states in which we operate | has a wide variety of environmental protection laws. These laws generally
regulate developments which are of q‘u!)st‘mtml size and which are in or near certain cpeCIﬁC([l geographic areas.
Furthermore, these: laws impose requlmm.nts for development approvals which arc more stringent than those that
land developers would have to meet outide of these geographic areas. i

|
Additional requirements may be 1rnp0st.d on homebuilders and developers m the future, wlnch could have a
significant impact on us and the mduslrv Although we cannot predict the effect of ‘lny such additional
requircments, such requirements could ru.ult in time-consuming and expensive compliance proz,mms In addition,
the continued effectiveness of ClllTelll'll(..CIlSCS permits or development approvals is dependent upon many fuctors,
some of which may be beyond our control. [

I
Seasonality

Our homebuilding operations experience significant seasonality and quarter-to-quarter variabi!i}v in homebuilding
activity levels. In general, homes delivered increase substantially in the sccond hali of the year. We believe that
this scasonality reflects the tendency of hnmebm ers 10 shop for 4 new home in the spring with the goal of closing in
the fall or winter, as well as the schcdulmg of construction to accommodate seasonal w edlhcr conditions. Our
financial scrvices operations also exp(,.nt.nce seasonality because loan originations correspond with the delivery of
homes in our homebuilding operations [

Employees '

At December 31, 2006, we emploved l,q I8 people (including part-time employees). of which 264 were employed in
sales, 432 in construction and 322 in management, administrative and clerical positions. We (..Oll'slder our emplovec
relations to be very good. No employ ecs are represented by a collective bargaining agreement.

Available Information J

We file annual, quarterly and current reports, proxy statements and other information with |lhe Securitics and
Exchange Commission (the “SECT). These filings are available to the public over the internet on the SEC’s website
at www.scc.gov. Our periodic n.porls]and other information filed with the SEC may be mspccled without charge
and copied at the publlc reference secuon of the SEC at 100 F Sireet, NE, Roem 1580, sthmgton_ D.C. 20549.
You cun also obtain copies of filed doc,umt,nls by mail from the public reference section of the SEC at 100 F Street,
NE. Room 1580, Washingion, D.C. 2054‘) at prescribed rates. Please call the SEC at 1-800-SEC-0330 for further
information on the public reference delllllBS l

.



Our principal internet address is mihomes.com. We make available, free of charge, on or through our website, our
anmual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K that are furnished or
filed, and amendments to those reports, as soon as reasonably practicable after we electronically file such material
with, or furnish it to, the SEC. The contents of our website are not part of this Annual Report on Form 10-K.

ITEM 1A. RISK FACTORS

Factors That May Affect Qur Future Results (Cautionary Statements Under the Private Securities Litigation
Reform Act of 1995):

Certain information included in this report or in other materials we have filed or will file with the SEC (as well as
information included in oral statements or other written statements made or to be made by us) contains or may
contain forward-looking statements, inctuding, but not limited to, statements regarding our future financial
performance and financial condition. Words such as “expects,” “anticipates.” “targets.” “goals.” “projects.”
“intends,” “plans,” “believes,” “seeks,” “estimates,” variations of such words and similar expressions are intended to
identify such forward-looking statements. These statements involve a number of risks and uncertainties. Any
forward-locking statements that we make herein and in future reports and stutements are not guarantees of future
performance, and actual results may differ materially from those in such forward-looking statements as a result of
various factors relating to the economic environment, interest rates, availability of resources, competition. market
concentration, lund development activities and various governmental rules and regulations, as more fully discussed
in this Risk Factors section. We undertake no obligation to publicly update any fonward-looking statements or risk
factors, whether as a result of new information, future events or otherwise. However, any further disclosures made
on related subjects in our subsequent reports on Forms 10-K, 10-Q and 8-K should be consulted. This discussion is
provided as permitted by the Private Sccurities Litigation Reform Act of 1995 and as required by the mles and
regulations of the SEC, and all of our forward-looking statements are expressly qualified in their entirety by the
cautionary statements contained or referenced in this section.

Discussion of our business and operations included in this Annual Report on Form 10-K should be read in
conjunction with the risk factors set forth below. . The following cautionary discussion of risks, uncertainties and
possible inaccurate assumptions relevant lo our business includes fuctors we believe could cause our actual results to
differ materially from expected and historical results. Other factors beyond those listed below, including factors
unknown to us and factors known to us which we hive not currently determined to be material, could also adversely
affect us.

Because of the cyclical nature of our industry, changes in general economic, real estate construction or other
business conditions could adversely affect our business and/or our financial results.

The homebwlding industry is cyclical and is significantly affected by changes in national and local economic and other
conditions. Many of these conditions are beyond our control. These conditions include employment levels and job
growth, population growth, changing demographics, availability of financing for homcebuyers, consumer confidence,
housing demand and levels of new and existing homes for sale.

During 2006, the homebuilding industry experienced an industry-wide softening in demand. In many markets, home
price appreciation over the past scveral years attracted real estate investors and speculators.  As price appreciation
slowed, many investors and speculators decided to reduce their investment in homes, and as a result many markets
have experienced and are continuing to experience an over-supply of home inventory, both new homes and resale
homes. In response lo the higher inventory level of homes, many homebuilders increased the amount of sales
incentives offered in an attempt to continue te sell homes. These conditions in the real estate market impacted all of
our homebulding regions during 2006. As a result, we experienced reduced traffic, weakening demand, - higher
cancellation rates and an over-supply of inventory, all of which contributed to a 35% reduction in new home
contracts in 2006 compared to the previous year.  As a result of these economic conditions, we have offered, and may
continue to offer, certain sales incentives, and in some situations we have lowered our base house prices to aid our sules
efforts. These incentives and reductions in base sales prices could negatively impact our financial results. We cannot’
predict the duration or severty of the current markel conditions, nor provide any assurances that the adjustments we
have made to our operating strategy to address these conditions will be successful.

We face significant competition in our efforts to sell homes and provide mortgage financing.
The homebuilding mdustry 15 highly competitive. We compete in each of our local markets with numerous national,

regional and local homebuilders, some of which have greater financial, marketing, land acquisition and sales
resources than we do. Builders of new homes compete not enly for homebuvers, but also for desirable properties,

11



financing, raw materials and skilled subiconlmctors. Currently, many of our homebuilding com;l)etilors are offering
significant discounts in the markets injwhich we operate, in an attempt to generate sales and reduce inventory. We
also compete with the existing home résalc market that provides certain attractions for homcbuvcrs over the new
home market, and we believe that lhc resale markel is becoming more of a competitive factor than in the past,
particularly in markets that have had more investor buvers, such as Washington, D.C,, ]ampdl Orlando and West
Palm Beach. As a result of the gencml sollcmng in the real cstate market, the impact of compemmn has begun and
may continue to have an unfavorable impact on our ability to sell new homes, which is evidenced by the 35%
reductton 1n our 2006 new home contracts compared to the prior year. '
In addition to competition within our homebmldmg operations. the mortgage financing mduslr\' has also become
increasingly c.ompcnuvc M/1 Imancul competes with outside lenders for the capture of our homebuvers.
Competition typically increases durmg periods in which there is a decline in the refinance activity within the
industry. During 2006, M/I Financial cxpcncuccd a slight decrease in its capture rate and profitability. As a result
of lower refinance volume for outside] lenders, resulting in increased competition for our homebuyer cuslomer. we
expect to experience continued pressure fon our capture rate and margins, which could negatively affect curnings.
!

Our land investment exposes us to s:gmf fcant risks, including potential impairment write-downs that could
negatively impact our profits if the market value of our inventory declines. |

We must anticipate demand for new homes several years prior to those homes being sold to homecowners. There are
significant nisks inherent in conlrollmg! or purchasing land, especrally as the demand for new honpeﬂ decreascs. The
value of undeveloped land, building lols and housing inventories can fluctuate significantly as a result of changing
market conditions. In addition, mvullon' carrying costs can be sigmificant and fluctuations invalue can result in
reduced profits. Economic conditions could result in the necessity to sell homes or land at a loss, or hold land in
imventory longer than planned, which ,C?“]d sigmficantly impact cur financial condition, requllqioi operations, cash
flows and stock performance. As a rc.sult of softened market conditions in most of our markets, in 2006 we recorded a
loss of $71.8 million for impairment 011111\/;:1103* and investments in unconsolidated LLCs and wrote-off $7.0 million
relating to land deposits and pre-acquisition costs. It is possiblc that the estimated cash flows irom these inventory
positions may change and could resulf in a future need to record additional valuation ad_luqtmenlq Additionally, if

8]
-conditions m the homebuilding 1nduqtrv worsen in the future, we may be required to evaluate dddlllOlldl inventory

positions for potential impairment \vhluh may result in additional valuation adjustments which could be significam and
could negatively impact our finncial re:,ults and condition. We cannot make any assurances that the measures we
employ to manage inventory risks and dosts will be successful.

|

[
- - . '
If we are not able to obtain suitable financing, our business may be negatively impacted. |
[
The homebuilding industry is capital mtenswe because of the length of time from when land or lots are acquired 10
when the related homes are conslrucledI on those lots and delivered 1o homebuvers. Qur business dl]d eurnings depend
on -our ability to oblain financing to Isglpport our homebuilding operations and to provide thf:I resources to carry
inventory. We may be required to s(.eLl additional capital, whether from sales of equity or dcbl or additional bank
borrowings, to support our business. The ability for us to secure the needed capital at terms that arc accepluble to us
may be impacted by factors bevond our'control. !

1
The terms of our indebtedness may restrict our ability to operate.
Our revolving credit facility and the mdcmun: governing our senior notes impose restrictions onl our operations and
activitics. The most significant l’C\II’lCllOI]S place limitations on the amount of additional mdebt'edncss that may be
incurred, limitations on investments, mcludmg joint ventures and advances to officers and employees. limitations on
the aggregate cost of certain types of ln\’cmor\' we can hold at any one time and limitations on asset dispositions or
creation of liens. We are also n,qmrcd to maintain a certain level of net worth and maintain cem:ln ratios, including a
minimum interest coverage of two Innes carnings before interest, taxes, depreciation, amortization and non-cash
charges, on a rolling four quarter bdc;}s' Based on our current information, we believe we Wl" meet the interest
coveruge requirement through the thlrdlquamr however, we may fall slightly below this requlrem(.nl level in the
fourth quarter of 2007. We monitor lhlq and other covenant requirements closely and will purbuo certain actions
should this situation appear probable db we move through the year. We cun provide no assurance that we will be
successful in complying with all restrictions of our indebtedness. !

I
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Homebuilding is subject to warranty and liability in the ordinary course of business that can be significant.

As a homebuilder, we arc subject to home warranty and construction defect claims arising in the ordinary course of
business. We record warranty and other reserves for homes we sell, based on historical expenience in our markets and
our judgment of the qualitative risks assoctated with the types of homes built. We have, and require the majority of our
subcontructors to have, general liability, property, errors and omissions, workers compensation and other business
insurunce. These insurance policies protect us against a portion of our risk of loss from claims, subject to certain self-
insured retentions, deductibles and other coverage limits. We reserve for the costs to cover our self-insured retentions
and deductible amounts under theses policies and for any costs of cluims and lawsuils, based on an analysis of our
historical cluims, which includes an estimate of claims incurred but not vet reported. Because of the uncertainties
inherent to these matters, we cannol provide assurance that our insurance coverage, our subcontraclors’ arrangements
and our reserves will be adequate 1o address all our warranty and construction defect claims in the future, Contractual
indemnities can be difficult to enforce, we may be responsible for applicable self-insured retentions and some types of
claims many not be covered by insurance or may exceed applicable coverage limits. Additionally, the coverage offered
and the availability of generul liability insurance for construction defects are currently limited and costly. We have
responded to the recent increascs in insrance costs and coverage limitations by increasing our self-insured retentions.
There can be no assurance that coverage will not be further restricted and may become even more costly.

The availability and affordability of residential mortgage financing could adversely affect onr business.

Our business 1s significantly affected by the impact of interest rates. Higher interest rates may decrease our potential
market by making it more difficult for homebuyers to qualify for morigages or to obtain mortigages at interest rates that
are acceptable to them. If mortgage intcrest rates increase, or cxperience substantial volatility, our business could be
adversely affected. In addition, tighter lending standards for mortgage products may have a negative impact on our
business. :

Natural disasters and severe weather conditions could delay deliveries, increase costs and decrease demand for
homes in affected areas.

Several of our markets, specifically our operations in Florida, North Carolina and Washington, D.C., are situated in
geographical areas that are regularly impacted by severe storms, hurricanes and flooding. In addition, our operations in
the Midwest cun be impacted by severe storms, including tornados. The occurrence of these or other natural disasters
cun causc delays in the completion of, or increase the cost of, developing one or more of our communities, and as a
result could adversely impact our results of operations.

Supply shortages and other risks related to the demand for skilled labor and building materials could increase costs
and delay deliveries,

The residentral construction industry has, from time to time, experienced significant material and labor shortages in
insulation, drywall, brck, cement and certain areas of carpentry and framing, as well as fluctuations in lumber prices
and supplies. Any shortages of long duration in these arcas could delay construction of homes, which could
adversely affect our business und increase costs. We have not experienced any significant issues with availability of
building materials or skilled labor.

We are subject to extensive government regulations which could restrict our homebuilding or financial services
business. :

The homebuilding industry is subject to increasing local, state and federal statutes, ordinances, rules and regulations
concerning zoning, resource protection, building design and construction, and similar matters. This includes local
regulations that impose restrictive zoning and density requirements in order to limit the number of homes that can
eventuatly be built within the boundaries of a particular location.  Such regulation also affects constuction
activities, including construction materials that must be used in certain aspects of building design, as well as sales
activities and other dealings with homebuyers. We must also obtain licenses, permits and approvals from various
governmental agencies for our development activities, the granting of which are beyond our control.  Furthermore,
increasingly stringent requirements may be imposed on homebuilders and developers in the future. Although we
cannot predict the impact on us to comply with any such requirements, such requirements could result in time-
consuming and expensive comphance programs. In addition, we have been, and in the future may be, subject to
periodic delays or may be precluded from developing certain projects due to building moratoriums. These
moratoriums generally relate to. insufficient water supplics or sewage facilities, delays in utility hookups or
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inadequate road capacity within the specific market area or subdivision. These moratoriums can occur pnor to, or
subsequent to, commencement of our operations, without notice or recourse.

We are also subject to a variety of loc.dl state and federal statutes, ordinances, rules and rcguldtlons concerning the
protection of health and the envlronm'enl The particular environmental laws that apply to dny given project vary
greatly according to the pmject site dnsi 'the present and former uses of the property. These env1r|onmcnldl laws may
result in delays, cause us to incur substantlal compliance costs (mcludmg substantial expenditures for pollution and
water quality control) and prohibit ot scverelv restrict development in certain environmentally sensitive regions.
Although there cun be no assurance Ihdt we will be successful in all cases, we have 4 general practice of requiring
resolution of environmental issues pnor to purchasing land in an effort to avoid major environmental issues in our
developments. l
In addition to the laws and regulatlons that relate to our homebuilding operations, M/[ Financial is subject to a
varicty of laws and regulations u.oncemmg the underwriting, servicing and sale of mortgage loans'

We are dependent on the services of certain key employees, and the loss of their services could Fhurt our business.

Our future success depends, in part, onlour ability to attract, train and retain skilled personnel. |If we are unable to
retain our key employees or altract, trdm and retain other skilled personnel in the future, it could impact our
operations and result in additicnal expf’n‘;e‘; for identifying and training new personnel. :

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

We own and operate an approximately85,000 square foot office building for our home ofﬁce:in Columbus, Ohio
and lease all of our other offices. '

[

Due to the nature of our business, a substantial amount of property is held as inventory in the ordinary course of
business. See “ITEM 1. BUSINESS < Land Acquisition and Development.”

ITEM 3. LEGAL PROCEEDINGS

]
We are involved in routine litigation i'ng:idental 1o our business. Management does not believe any of this litigation
is material to our business or our consolidated financial statements.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

During the fourth quarter of the 2006 fiscal year, no matters were submitted to a vote of sceurity holders.
!
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PART Il

ITEM 5. MARKET FOR REGISTRANT*S COMMON EQUITY, RELATED SHAREHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

The Company’s common shares are traded on the New York Stock Exchange under the symbol “MHO.” As of
February 20, 2007, there were approximatcly 470 record holders of the Company’s common shares. At that time
there were 17,626,123 shares issucd and 13,922,248 shares outstanding. The table below presents the highest and
lowest prices for the Company’s common shares during cach of the quarters presented:

2006 HIGH LOwW
First quarter 5 49.44 § 3500
Second quarter 49.05 19.95
Third quarter n 30.12
Founth quarter 39.11 KN

2005
First quarter S 59.49 5 4810
Second quarter 54.70 43.12
Third quarter 6145 51.91
Fourth quarter 54.86 39.93

The highest and lowest prices for the Company’s common shares from January 1, 2007 through February 20, 2007
were $38.25 and $33.35, respectively.

The Company typically declares dividends on a quanterly basis, as approved by the Board of Directors. Dividends
paid totaled $1.4 million in cach of the years ended December 31, 2006 and 2005, On both November 7, 2006 and
February 13, 2007, the Board of Dircctors approved a $0.025 per share cash dividend pavable 1o shurcholders of
record of s common shares on January 2, 2007 and Apnl 2, 2007, respectively, puvuble on Junuary 18, 2007 and
April 19, 2007, respectively. The Company 1s required under its revolving credit sgreement 1o maintain a certain
amount of tangible net worth, and as of December 31, 2006, had approximately $117.8 million available for
pavment of dividends.

Performance Graph

The following graph illustrates the Company’s performance in the form of cumulative total return to sharcholders
for the last five calendar years through December 31, 2006, assuming a hvpothetical investment of $100 and
reinvestment of all dividends paid on such investment, compared to the cumulative total return of the same
hypothetical investment in both the Standard and Poor’s 500 Index and the Standard & Poor’s 500 Homebuilding
Index.

COMPARISON OF CUMULATIVE FIVE YEAR TOTAL RETURN

$400
$300 /ﬁ\ﬂ
$200 /0\\0\0
$100 'm-%/m
$0 Ld LJ T L bl

12/31/2001  12/31/2002  12/31/2003  12/31/2004  12/31/2005  12/31/2006

—o—M/l HOMES, INC. —0—S&P 500 INDEX —— S&P 500 HOMEBUILDING INDEX

12/31/2001 12/31/2002 12/31/2003 12/31/2004 12/31/2005 12/31/2006
M/1 Homes. Inc. 100.00 112.08 157.86 223.27 164,90 155.44
S&P 560 Index 100.00 77.90 100.25 111135 116.61 135.03
5&P 500 Homebuilding Index 100.00 9943 196.69 262.86 332.74 266.19
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Share Repurchases

On November 8, 2005, the Company; obtained authorization from the Board of Directors to repurchase up to $25
million worth of its outstanding c.ommc')n shares. The purchases may occur in the open marl\el and/or in privately
negotiated transactions as market eondltlons warrant. Durng the twelve month period ended December 31, 2006, the
Company repurchased 463,500 shares. | As of December 31, 2006, the Company had dppr()‘(]lmle]\' $6.7 million
availuble to repurchuse outstanding cothmon shares from the November 2005 Board approval. [

Issuer Purchases of Equity Securitics '
Towl |
Number of
Shares Approximate
Purchased | Dollar Value of
Total Average as Part ol Shares thut May
Number of Price Publicly l Yet Be Purchused
Sharcs Paid Announced Under the
Purchased per Share Program ' Program (a)
October 1 to October 31, 2006 - - - ) $6.715,000
November 1 to November 30, 2006 - - - : $6.715,000
December 1 to December 31, 2006 - - - : $6.715,000
Tolal - - - ) $6.715,000

; 1

(4} As of February 20. 2007, the Company l!ad purchased a total of 473,300 shares at an average price of $38.03 per share pursuant to the
existing Board-appm\ ed $25 million n.purch.lsc progrum that was publicly announced on November 10, 2005, .md had approximately $6.7
millien shares remaining available for repirChase under the $25 mitlion repurchase program (which has no e\(plmlmn date),

Equity Compensation Plan Information [
|

The following table scts forth information as of December 31, 2006 with respect to the comimon shares issuable

under the Company’s equity compensation plans: |
i
Number of |
seeurities Lo Weighted- (
be issued upon average Number of securties
exercise of exercise price renmuining availuble for
outstanding of outstanding future issuance under equity
options, oplions. compensation plans
warranls and warrants and (excluding secunties
nghts rights reflected in column (a))
Plan Category () h ] {c)
Equity compensation plans approved by shdreholders (L) 865.408 $40.74 | 536.356
Equity compensation plians not approved by shafeholders (2) 115.988 - | 662.337
Tolal 1l ~ 981.396 $40.74 1,198,693

(1} Consists of the Company’s 1993 Stock ]nul:nlél\e Plan asy Amended {854.400 outstanding stock options) and the (.ompam s 2006 Dircctor
Equity Incentive Plan (11,008 outstanding sluel\ umts) The weighted average exercise price relates (o the stock oplmm granted under the 1993
Stock Incentive Plan as Amended. The stock umls granted under the 2006 Director Equity Incentive Plun are “full \dlue awards™ that were
issued at an average unit price of $32.31, and \\:II be settled al a future date in common shures on a one-for-one basis w nhout the payvment of any
exercise pnce There ure 188.992 common ehdrfs remaining available for future issuance under this plan. Of the renummg 188.992. 10.000
shares remain available for the issuance of Whole Shares under the Plan.  Pursuant to the terms of the 1993 Stock lneenlne Plan as Amended.
the maximum number of common shares in rt.specl of which awards may be grunted under the plan in each calendar \Ldl’ is five percent of the
total outstanding commen shares as of the first dd\ of cuch such calendar year. Reler (o Note 2 of the Company’ sl Consolidated Financial

Statements for further discussion of these plans. |

(2) Consists of the Company s Director Deferred Compensation Plan and the Company's Executives’ Deferred Compenmhon Plan. The average
unit price of the ocutstanding “phantom stock™ sumts is $29.94. Pursuant to these plans, our directors and cligible melu\ees mayv defer the
pavment of all or a portion of their director lees .snd annual cash bonuses. respectively, and the deferred amount is converted into phdntom stock
units which will be seuled-at 4 future date in commﬂn shares on a one-for-one basis without the payment of any exercise price. Refer to Note 2
of the Company’s Consolidated Financial Statements for further discussion of these plans. |
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth our selected conselidated finuncial data as of the dates and for the periods indicated.
This table should be read together with “Item 7. Management’s Discussion and Analysis of Financial Condition and
Results.of Operations™ and our Consolidated Financial Statements, including the Notes thereto, appeaning elsewhere
in this"Annual Report on Form 10-K.

(In thousands, excepl per share amounts} 2006 2005 2004 2003 2002

Income Statement (Year Ended December 31): -

Revenue $1,359,293 $1.347.646 81,174,635 $1.068.493 51,032,025
Gross margin (a} $ 273,024 $ 340,123 $ 299,021 $ 266.961 5 242,705
Net income {u) § 38875 § 100.785 § 91534 § B81L730 § 66612
Eamings per common share:
Basic () $ 2.78 - 8 7.05 $ 6.49 $ 5.66 S 4.41
Diluted (a) $ 2.74 $ 6.93 8 6.35 $ 5.51 8 430
Weighted average common shares outstanding:
Busic 13,970 14,302 14.107 14.428 15,104
Diluted 14,168 14,539 14,407 14,825 15.505
Dividends per common share $ 0.10 $ 0.10 $ 0.10 s 0.10 s 0.10

" Balance Sheet (December 31):

[nventory $1,184,358 51,076,132 $ 798,486 § 591626 $ 451,217
Total assets $1,477,079 $1.329.678 $ 978526 $ 746,872 $ 578458
Notes and mortgage notes payable $ 446,844 S 313.163 $ 317370 S 129614 S 41.458
Senior notes $ 198.656 $ 198,400 - - -
Subordinated notes - - - 5 50.000 $ 50000
Shurcholders” equity $ 617,052 § 592,568 $ 487611 S 402,409 $ 339.729

(a) 2006 includes the impact of charges relating to the impairment of inventory and investment in unconsoliduted L1LCs, and the write-ofl of
land deposits and pre-gequisition costs, These charges reduced gross margin by $71.8 million. net income by $49.6 million and eamings
per diluted share by $3.50.



ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

M/1 Homes, Inc. (the “Colllpan\"’ orf“we™) is one of the nation’s leading builders of single- feimilv homes, having
delivered over 68,000 homes since w ¢ comnu,nu,d homebuilding in 1976. The Company’s homes are marketed and
sold under the trade names M/1 Homes Showcase Homes and Shamrock Homes. The Company has homebuilding
operations in Columbus and Cmcmnau Ohio; Indianapolis, Indiana; Tampa, Orlando and| West Palm Beach,
Floridua: Charlotte and Raleigh, North Cdl‘O[lI]d Delaware; and the Virginia and Maryland suburbs of Washington,
D.C. In 2003, the latest year for \\'hl(.h information is available, we werc the 21" ldrf:(..bl 1.8, single-family
homebuilder (based on homes deliv ered) as runked by Builder Magazine. (

Included in this Management’s Discussion and Analysis of Financial Condition and Results of Operations are the
following topics relevant to the Compldn) s performance and financial condition:

Information Relating to Forward- LPokmg: Statements '
Our Application of Critical Acwunhnb Estimates and Policies

Our Results of Operations

Discussion of Our Liquidity and Cdplldl Resources \
Summary of Our. Contrachial Obllgalums

Discussion of Our Utilization of Off-Balance Sheet Arrangements

Impact of Interest Rutes and Inflation

FORWARD-LOOKING STATEMENTS

Certain information included in this report or in other materials we have filed or will file wllh the Securities and
Exchange Comnussion (the “SEC”) (dS well as information included in orul statements or olhur written statements
made or to be made by us) contains lor may contain forward-looking statements, mcludmg' but not limited to,
stalements regardmg our iulurc ﬁn'.mc.m] periomldnce and financial condmnn Words fsuch as “expects,”

“anticipates.” “targets,” anls pl‘OjC(.I's “intends,” “pluns.” “believes,” “sceks.” estimales' vanations of such
words and similar expressions are inténded to identifv such forward-looking statements. These sldtcmcnts invelve a
number of risks and uncertainties. A'nS forward-looking statements that we make herein and in future reports and
slalcments are not guaranices of fumlre performance, and actual results may differ materially| from those in such
forward-looking statements as a rcsull ol various factors relating to the e¢conomic envnmnmt.m interest rates,
availability of resources, competition! murket concentration, lund development activities and v‘mnus governmental
nules and regulations, as more full\ldlsc.ussed in the “Risk Fuctors™ scction of Managemcm s Discussion and
Analysis of Financial Condition and Resu!ls of Operations and as set forth in ltem 1A. Risk:Factors. Excepl as
required by applicable law or the ruIes and regulations of the SEC, we undertake no obligation to publicly update
any forward-looking statements or risk: factors, whether as a result of new information, future events or otherwise.
However, any further disclosures mdd(..‘()n related subjects in our subscquent reports on Forms IO K. 10-Q and 8-K
should be consulted. This dlscussmn' Is provided as permiited by the Prvate Securities Llllgdllon Reform Act of
1993, und all of our forward-looking dtitements are expressly qualified in their entirety by the cautionary statements
contuined or referenced in this section; !

APPLICATION OF CRITICAL ACCOUNTING ESTIMATES AND POLICIES

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires mdndgem'enl to make estimales and assumptions that affect the rt.ported amounts of
assets and liabilities and the dlsclosurc of contingent assets and liabilities at the date of the mnsol:daled financia
statements and the repoerted amounts Iof revenue and expenses during the reporting period. M.mdgement bases its
estimates and judgments on thIOt']Ld'l ‘z.*cp(.nence and on various other factors that are believed 1o be reasonable
under the circumstances. the results of which form the basis for making judgmc.nls about the s,.am'ing, value of assels
and liubilitics that are not readily app'a}um from other sources. On an ongoing basis, mandgun&.nt evaluates such
estimales and judgments and mdl\eslidulslments as deemed nceessarv.  Actual results (.ould differ from thesc
estimates using different estimates antl:l l.1ss>umpuonq or if conditions are significantly different m the future. Listed
below are those estimates that we believe are critical and require the use of complex judgment in their application.

Revenue Recagnition. Revenue fromfthe sale of a home is recognized when the closing has occurred, title has
passed and an adequate initial and lc.onlmumg investment by the homebuyer is received. in accordance with
Statement of Financial Accounting Standard {“SFAS™) No. 66, “Accounting for Sales of Real L:,l‘m. {(“SFAS 66™),
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or when the loan has been sold to a third party investor. Revenue for homes that close to the buver having a deposit
of 5% or greater, home closings financed by third partics, and all home closings insured under FHA or VA
government-insured programs are recorded in the linancial statements on the date of closing. Revenue related to all
other home closings initially funded by our wholly-owned subsidiary, M/I Financial Corp. ("M/I Financial®). is
recorded on the date that M/T Finuncial sells the loan to a third party investor, because the receivable from the third
party investor is not subject to future subordination and the Company has transferred to this investor the usval risks
and rewards of ownership that is in substance a sale and does not have a substantial continuing involvement with the
home, in accordance with SFAS No. 140, “Accounting {or Transfers and Servicing of Financial Asscts and
Extinguishments of Liabilities” ("SFAS 1407). All associated homebuilding costs are charged 10 cost of sales in the
period when the revenues from home closings are rccognized. Momebuilding costs include land and land
development costs, home construction costs (including an estimate of the costs to complete construction), previously
capilalized interest, real estate taxes and indirect costs, and estimated warranty costs. All other costs are expensed as
incurred.  Sales incentives, including pricing discounts and finuncing costs paid by the Company, are recorded as a
reduction of Revenue in the Company’s Conselidated Statement of Income. Sales incentives in the form of options
or upgrades arc recorded in homebuilding costs in accordance with Emerging Issues Task Force No. 01-09,
“Accounting [or Consideration Given by a Vendor 1o a Customer (Including a Reseller of o Vendor’s Products).”

We recognize the majority of the revenue associated with our mortgage loan operations when the mortgage loans
and related servicing rights are sold to third party investors. We deler the application and ornigination fees, net of
costs, and recognize them as revenmue, along with the associated gains or losses on the sale of the loans and related
servicing rights, when the loans are sold 10 third party investors in accordance with SFAS No. 91. “Accounting for
Nonretundable Fees and Costs Associated with Orniginating or Acquiring Loans.”  The revenue recognized is
reduced by the fair value of the reluted guarantee provided to the investor. The guaraniee fair value is recognized in
revenue when the Compuny is released {rom its obligation under the guaruntece.  Generally, all of the financial
services mortgage loans and related servicing rights are sold to third party investors within two wecks of origination.
We recognize financial services revenue associated with our title operations as homes are closed, closing services
are rendered and title policies arc issued, all of which generally occur simultancously as cach home is closed. All of
the undenvriting risk associated with title insurance policies is transferred to third party insurers,

Inventories. We use the specific identification method for the purpose of accumulating costs associated with land
gcquisition and development und home construction.  Inventories are recorded at cost, unless events and
circumstances indicate that the carrving value of the Jand may be impaired. [n addition to the costs of direet land
acquisition, land development and related costs (both incurred and estimated to be incurred) and home construction
cosls, inventorics include capitulized interest, real estate taxes and certain indirect costs incurred during land
development and home construction.  Such costs are charged to cost of sales stmultaneously with revenue
recognition. as discussed ubove. When a home is closed, we tvpically have not vet paid all incurred costs necessary
to complete the home. As homes close, we compare the home construction budget to actual recorded costs to date to
estimate the additional costs to be incurred from our subcontractors related to the home. We record a liability and a
corresponding charge to cost ol sales for the amount we estimate will ultimately be paid related to that home. We
monitor the accuracy of such estimate by comparing actual costs incurred in subsequent months to the cstimate.
Although actual costs to complete in the {uture could differ from the estimate, our method has historically produced
consistently accurate estimates of actual costs to complete closed homes.

We assess inventories for recoverability in accordunce with the provisions of SFAS No. 144, “Accounting for the
Impatrment or Disposal of Long-Lived Assets” (“SFAS 1447). SFAS 144 requires that long-lived assets be
reviewed for impairment whenever events or changes in local or national economic conditions indicate that the
carrving amount of an asset may not be recoverable. For existing communitics and raw land or land under
devclopment that management intends to use in homebuilding activities, the recoverability of assets is measured by
comparing the carrving amount of the asset 1o future undiscounted net cash flows expected to be generated by the
asscl based on the sale of a home. If these assets are considered to be impaired, the impairment to be recognized is
measured as the amount by which the carrying amount of the asscts exceeds the fair value of the assets. For land
that meets the crileria of held for sale, the Company records the land held for sale at the lower ol its carrving value
or [uir value less costs 10 scll. In accordance with SFAS 144, land held for sale criteria are as follows: (1)
management, having the authority to approve the action. commits to a plan to sell the asset; (2) the asset is available
for immediate sale in its prescnt condition subject only to terms that are usual and customary for sales of such assets,
(3) an active program to locate a buver and other actions required to complete the plan 1o sell the asset have been
initiated; (4} the sale of the asset is probable, and transfer of the asset is expected to qualify for recognition as a
completed sale, within one year: (5) the asset is being actively marketed for sale at 4 price that is reasonable in
relation to its current fair value: and (6) actions required 1o complete the plan indicate that it is unlikely that
significant chuanges to the plan will be made or that the plan will be withdrawn. In performing the impairment
evaluation, management uses estimates of the future projected sales price and sales pace of each existing or planned
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commumty, along with the estimated}land development and home construction costs of the community and a nisk-
adjusted interest rate to discount (utu:’e cash flows. We have used a discount rate ranging from 12-15% in our
impairment analyses as of December 31 2006, From a scnsitivity standpoint, we have estimdu.d that a hypothetical
1% increase in the nisk-adjusted mlc.rcst tate used to discount future cash flows would impact our impairment charge
by approximately $2.0 million. We genemllv believe that we will see a gradual improvement m market conditions
over the long term and these assumplm'ns are incorporated inlo our projections as of Decembcr 31, 2006. Because
of the high degree of judgment m\'ulved mn developmg these assumptions, it is possible tlm( the Company may
determine the lund or community is 'not impaired 1n the current period. bul due to the pdSSdgC of time or use of
different assumptions, impairment could exist.

Consolidated Inventory Not Owned. \Wc cnter into land option agreements in the ordinary Lourse of business in
order to secure land for the construction of homes in the future. Pursuant to these tand opuon agreements, we
provide a deposit to the seller as consideration for the right to purchase land at different times in the future, usually
at pre-determined prices. If the cntm! holding the land under option is 4 vanable interest enmv the Company’s
deposit (including letters of credit) represenls a variable inlerest in the entity, and we must usc our judgment to
determine il we are the primary bcncﬁcur} of the entity. Fuactors considered in dclcrmmmé whether we are the
primary benceficiary include the dmount of the deposit in relation to the fair value of the land, ctpuctcd timing of our
purchase of the land and : assumpllons' about projected cash flows. We consider our accounting policies with respect
to determining whether we are the |primary beneficiary to be critical accounting policies due to the judgment
required. |
Investment in Unconsolidated Lmured Liability Companies, We invest in entities that acquire and develop tand for
distribution or sale to us in COHII(.(.IIOI])“ ith our homebuilding operations. [n our judgment. we hdve determined that
these entities generally do not meet ‘the criteria of variuble intcrest entitics because they have sufficient equity to
finance their operations. We must use‘our judgment to determine if we have substantive conlrol over these entities,
If we were 1o determine that we h‘l\'e substantive control over an entily, we would be reqmrcd 1o consolidate the
entity. Factors considered in dclc.rnumng whether we have substantive control or exercise blglllll(.dnl influence over
an entity include risk and reward sharing, experience and financial condition of the other p.mncrs voting rights.
involvement in dav-to-day capital andfoperating decisions and continuing involvement. In the cvent an entity does
not have sufficient equity to finance 1ts aperations, we would be required to use judgment to dv.tcrrmnc if we were
the primary beneficiary of the vandble interest entity. We consider our accounting pohucs with respect o
determining whether we are the pnnur\' beneficiary or have substantive control or exercise significant influcnce
over an enlity to be critical accounlmg policics due to the judgment required. Based on the application of our
accounting policies, these entities arca accounted for by the equity method of accounting. |

[

In accordance with Accounting Pringiples Board Opinion No. 18, “The Equity Method of Investments In Common
Stock.” and SEC Staft Accounlmg Bu‘llclm Topic 3.M, “Other Than Temporary Impairment of Certain Investments
In Debt and Equity Securities,” the Company evaluates its investment in unconsolidated limited liability companics
for potentml impairment on a umlm:uous basis. If the fair value of the investment is less' than the investment
carrving value, and the Company h.lasl determined that the decline in value is other than temporary. the Company
would write down the value of the investment to fair value. The determination of whether an mvcstmenl s fair value
is less than the carrying value rt.qulrc:st management to make cerlain assumptions regarding the dmounl and timing of
future contributions to the limited ]ldb]lll\' company, the timing of distribution or salc of lots to the Compuny {rom
the limited liability company. the pmjeclcd fair value of the lots at the time of distribution or s sule to the Company
and the estimated procceds from, und timing of, the sate of land or lots to third partics. In addition to the
assumptlions management must mdl;:e to determine i the investment’s fair value is less than the carrying value,

management must also use Judgnml}llm determining whether the impairment is other than lcmporur\' The factors
management considers are: (1) the lcngth of time and the extent to which the market value has been less than cost:

(2) the financial condition and m.dr-tcrm prospects of the Company: and (3} the intent and ability of the Company to
retain its investment in the limited lldbllll\ company for a period of time sufficient 1o allow for any dmlupdted
recovery in market value. Because of the high degree of Judgmc.nt involved in developing ll{csc assumplions, it is
possible that the Company may determine the investment is not impaired in the current penod bul due to passage of
time or use of different assumptions! impairment could cxist.

Guarantees and Indemnities. Guarantee and indemnity labilitics are established by c.hdrgmg the applicable income
statement or balance sheet line, dﬁ.pén'dmg on the nature of the guarantee or indemnity. and c,redllmg a liability. M/1
Financial provides a limited-life g:u'dranlec on loans sold to certain third partics, and estlmalcs its actual liability
related to the guarantce, and any u}demrullcs subsequently provided to the purchaser of thc loans in lieu of loan
repurchase, based on historical loss cxperience. Actual future costs associated with loans guamnleed or indemmfied
could differ materially from our currem cstimated amounts, The Company has also provlded certain other
guarantees and indemnifications in onnection with the purchase and development of land, including environmental
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indemnifications, guarantecs of the completion of land development, a loan maintenance and limited payment
guaranty and minimum net worth guarantees of certain subsidiaries. The Company estimates these liabilities based
on the estimated cost of insurance coverage or cstimated. cost of acquiting a bond in the amount of the exposure.
Actua! future costs associated with these guarantces and indemnifications could differ matenally from our current
cstimated amounts.

Warranty. Warrantly accruals arc established by charging cost of sales and crediting a warranty accrual for each
home closed. The amounts charged are estimated by management to be adequate to cover expecicd warranty-related
costs for materials and outside lubor requircd under the Company’s warranty programs. Accruals for warranties
under our two-vyear limited warranty program and our 20-year (for homes closed prior to 1998) and 30-year (for
homes closed during or after 1998) structural warranly program are estublished as a percentage of average sales
price and on a per unit basis, respectively, and are based upon historical experience by geographic area and recent
trends. Factors that arc given consideration in determining the accruals include: (1) the historical range of amounts
paid per average sales price on a home: (2) tvpe and mix of amenity packages added to the home; (3) any warranty
expenditures included in the above not considered to be normal and recurring; (4) timing of payments: (5)
improvements in quality of construction expected to impact future warranty expenditures; (6) actuarial estimates
prepared by an independent third party, which considers both Company and industry data; and (7) conditions that
may affect certain projects and require a different percentage of average sales price for those specific projects.

Changes in estimates for pre-cxisting warranties occur due to changes in the historical payment experience, and are
also due to diffcrences between the actual payment pattern experienced during the peried and the historical payment
pattern used in our evaluation ol the warranty accrual balance at the end of each quarter.  Actual future warranty
costs could differ from our current estimated amount.

Self-insurance. Self-insurance accruals are made for estimated liabilitics associated with employee health care,
Ohio workers® compensation and general liability insurance. Our self-insurance limit for employee health care is
$250,000 per claim per year for fiscal 2006, with stop loss insurance covering amounts in excess of $250,000 up to
$1,750.000 per claim per vear. Our self-insurance limit for workers® compensation is $400,000 per claim with stop
loss insurance covering all amounts in excess of this limit. The accruals related to cmployee health care and
workers’ compensation are based on historical experience and open cases. Our general liability claims are insured
by u third party; the Company generally has a $7.5 million deductible per occurrence and $18.25 million in the
agpregate, with lower deductibles for certain types of claims, The Company records a general liability accrual for
claims falling below the Company’s deductible. The general liability accrual estimate is based on an actuarial
cvaluation of our past history of claims and other industry specific factors. The Company has recorded expenses
totaling $7.0 million, $6.4 million and $4.9 million, respectively, for all self-insured and general liability claims
during the vears ended December 31, 2006, 2005 and 2004. Because of the high degree of judgment required in
dctermining these estimated accrual amounts, actual future costs could differ from our current estimated amounts.

Stock-Based Compensation. On January 1, 2006, the Company adopted the provisions of SFAS No. 123(R). “Share
Bused Payment” (“SFAS 123(R)™), which requires that companies measure and recognize compensation expense at an
amount equal to the fair value of share-based payments granted under compensation arrangements.  We calculate the
fair value of stock options using the Black-Scholes option pricing model. Determining the fair value of share-based
awards at the grant date requires judgment in developing assumptions, which involve a number of vanables. These
variables include, but are not limited to, the expected stock price volatility over the term of the awards, the expected
dividend vield und the expecied term of the option. In addition. we also use judgment in cstimating the number of
share-bused awards that are expected to be forfeited. '

Derivative Financial Instruments. To meel financing needs of our home-buying customers, M/l Financial is party
to interest rate lock commitments (“IRLCs™), which are extended to customers who have applied for a morigage
loan and meel certain defined credit and underwriting criteria.  These IRILCs are considered derivative financial
instruments under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 1337).
M/I Financial manages interest rate risk related to its IRLCs and morigage loans held for sale through the use of
forward-sales of morgage-backed securities (“FFMBSs”), usc of best-efforts whole loan delivery commitments and
the occasional purchase of options on FMBSs in accordance with Company policy. These FMBSs, options on
FMBSs and IRL.Cs covered by FMBSs are considered non-designated derivatives and, in accordance with SFAS
133 and related Derivatives Implementation Group conclusions, are accounted for at fair valuc with gains or losses
recorded in financial services revenue. Certain IRLCs and morigage loans held for sale are committed 1o third party
investors through the use of best-effors whole loan delivery commitments. In accordance with SFAS 133, the
IRLCs and related best-efforts whole loan delivery commitments, which generally are highly effective from an
economic standpoint, are considered non-designated derivatives and are accounted for at fair value with gains or
losses recorded in current earnings. Under the terms of these best-efforts whole loan delivery commitments
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covening mortgage loans held for sale, the specific committed mortgage loans held for sale are identified and
matched to specific delivery commitnients on a loan-by-loan basis. The delivery commitmenis are designated as fair
value hedges of the mortgage louns hé]d for sale, and both the delivery commitments and loans held for sale are
recorded at fair value, with changes in fair value recorded in financial services revenue.

Income Taxes. Income taxes arc calculated in accordance with SFAS No. 109, “Accounting for Income Taxes,”
which requires the use of the assct an‘dflldblhtv method. Deferred tux assets and liabilities are ru.ogmzed based on
the difference between the linancial statement carrying amounts of existing assets and lldbllmes and their respective
tax bascs. Deferred tax assets and liabilities arc measured using current enacied tax rates in eﬂccl in the vears in
which those temporary differences afe expected to reverse. Inherent in the measurcment of deferred balances are
certain judgments and interpretations of enacted tux luw and published guidance with respect to applicability to the
Company’s operations, No valuation' allowance has been provided for deferred tax assets because management
believes the full amount of the net deférred tax assel will be realized in the future,

[

RESULTS OF OPERATIONS '

|
In conformity with SFAS No. 131, “Disclosurc about Scgments ol an Enterprise and Related lnfummlmn ("SFAS
1317). the Company’s segment :nl()m{dhon is presented on the basis that the chief operating decision makers use in
cvaluating segment performance. lhc :dLLOllI]llllj: policies of the scgments are the same as lh(')t.c described in the
Summary of Significant Accounting Policies included in Note I of the Consolidated Financial Slaluments During
the fourth quarter of 2006, the COI}lpdn\ realigned the homcbuilding operations” from .1 single reportable
homebuilding segment into a n.gom] structure, with each region having a regional presuk.m The Company’s
homebuilding regions are Midwest, F lOI‘ldd North, Florida South and Mid-Atlantic. F ollo\\lllg,lllc implementation
of this new regional structure, the Compdny s chicel operating decision makers evaluate the Company’s performance
in various wayvs, meluding: (1) our nme individual Il()mcbmldmg: operating segment’s results and the results of the
finuncial services operation, {2) our fout homebuilding regions, and (3) consolidated linancial rt_su]ls As a result of
this evaluation, effective beginning lhcl: fourth quarter of 2006 we have determined our rc,pormb]e segments in
accordance with SFAS 131 as follows:}Midwest homebuilding, Florida homebuilding. Mid-Atlantic homebuilding
and {inancial services operations, The homebuilding operal:m, segments that are included within cach reportable
segment have similar operations and lc‘(hlblt similar cconomic characteristics, and therefore mLu the aggregation
criteria in SFAS 131, We have also 4ggregdtcd our Florida North and Florida South rcglons mlo u single Florida
homebuilding reportable segment in accorddnw with the aggregation cntenia sct forth 1nl SFAS 131, Our
homebuilding operations include the dC(]lllSlllOl’l and development of land, the sale and construction of single-family
atlached and detached homes and the occaswnal sale of lots to third parties. The homebuilding | op(.rutmg segments
that comprise cach of our reportable scgmemq are as follows: t

|

Midwest ' Florida Mid-Atlantic \
Columbus, Ohio Tampa, Florida Washington, D.C.
Cincinnati, Ohio Orlando. Flonda Charlotte. Nonh Carolina
Indignapolis, Indiana West Palm Beach. Florida Ruleigh, North' Carolina

I
As required by SFAS 131, the Company has restated its 2005 and 2004 segment information c.onslslcnt with the
current reportable segment structure. '] hlS segment restatemnent has no effect on the Compdm' $ financial position,
results of operations er cush flow for the! periods presented. *
The {inancial services operations leulde the origination and sale of mortgage loans and title dnd Insurance agency
services for purchascrs of the Company’s homes.

I
Eliminations consist of fees paid by ll'lc;_ homebuilding operations relating (o loan origination and title fees for its
‘homebuyers that are included in financial services™ revenue: the homebuilding scgment’s housing costs include
these fees paid to financial services. l

L

Highlights and Trends for the Year Ended December 31, 2006

Overview

Homebuilding is and has been a cy LllCdl business. Since the ddiuqlmem period in the early 1990°s, the industry
experienced years of strong resulls, as Mdid our Company — experiencing 10 consecutive years of record results
through 2005. However, during 2()06l as has been well publicized, the hotmhul]dmg mduslrv experienced a
countrv-wide softening of demand for nc“ homes, which has ultimately resulted in an 0\’er-suppl\' of new and
existing homes and a w eakemng of bu\ er sentiment. [n responsc 10 these conditions, some homebuilders offercd
significantly discounted prices in an dltempl to continue to sell new homes at histonical paces. Our Company
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selectively discounted in 2006, consistent with our philosophy to remain committed to “quality over quantity” and to
balance our sales pace with our desire to preserve margin integrity.

Although we believe long-term fundamentals. which support home:sales and demand. remain solid and the current
negative conditions in most of our markets will moderate over lime, we cannot predict the duration or severity of
thesc conditions and to date have seen no meaningful signs of recovery. In the meantime, we remain focused on our
Company’s fundamentals — premier locations, building a quality home and taking care of our customers, while at the
same time continuing to execute a defensive operating strategy focused on strengthening our financial capabilities
and positioning oursclves for the market's recovery. Specifically we have employed initiatives that:

s Emphusize our product, customer service and premier locations;

e Improve affordubility by constantly reviewing our sales prices, offering incentives and reducing costs of
goods purchased from both vendors and subcontractors to maximize profits and cash flows:

e Decreasc our selling, gencral and administrative expense infrastructure to reflect local market business
conditions: and

e Reduce our land and lot inventory investment from current levels by signilicantly curtailing our land
purchases, phasing and/or delaying land development, and pursuing the sale of certain owned land.

We expect our operating strategy will generate positive operating cash flows in fiscal 2007, lowering our investment
levels, with a resulting reduction of approximately $160 million in our outstanding debl. However. because we
cannot predict the duration or severity of current market conditions, we cannot provide any assurances.

Kev Financial Results

s For the vear ended December 31, 2006, homes delivered decreased 4% compared to 2005, while the average
sales price of homes delivered increased 5%, from $298,000 1o $313.000. Total revenue increased $11.6 million
over 2005, to approximately $1.4 billion. Housing revenue increased $9.7 million and revenue from the sale of
land to outside partics increased $5.6 million primanily as a result of lots sold to third parties in Tampa, Raleigh
and Columbus. Our financial services revenue declined $1.5 million (53%) compured to the prior vear duc to 8%
fewer loan originations. The decrease in loan originations was partly offset by higher loan amounts and a
change in product mix. We currently estimate 2007 homes delivered to be approximately 3,000, with region
breakdown of 40% in the Midwest. 35% in Florida and 25% in the Mid-Atlantic region. In addition. we
currently cstimate the deliverics to be approximately 600. 650, 825 and 923 in the first. second, third and fourth
quarters of 2007, respectively.

e Income before income taxes for 2006 decteased $101.3 million (63%) over 2003, driven by the $71.8 million of
charges relating to the impairment of inventory and investments in unconsolidated LLCs in certain of our
markets. Also contributing to this decrcase was an increasc in general and administrative expenses of $22.4
million, which was primarily due to: (1) $7.0 million of separation costs related to departure of our Chief
Operating Officer in June 2006 and severance costs related to workforce reductions, primarily in the Midwest:
(2) $4.2 million increasc in deposit write-offs and other charges with respect to abandoned lund transactions: (3)
our increased investment in land resulting in $3.3 million higher expenses; (4) cxpenses of $3.1 million for
equity-bascd awards under SFAS 123(R); and (5} an increasc of $2.7 million for professional and consulting
fees. Selling expenses also increased by $9.7 million or 12% when compared to the year ended December 31,
2005 primarily due to: (1) a $3.2 million increase in spending on models and sales offices due to our higher
community count; (2) $3.0 million higher advertising and marketing costs relating our community count growth
and promotions to stimulate sales in certain markets: (3) an increase of $1.4 million related to training and
investments made in our design centers, and (4) an increase of $0.9 million relating to the inclusion in 2006 of
Shamrock Homes® sclling expenses for a full vear. The above decreases impacting income before laxes were
partially offset by the increase in revenue described above,

e 2006’s new contracts of 2,825 were down 35% compared to 4,314 in 2005. As a result of industry conditions
described in the Overview section above, all of our regions experienced reduced iraffic levels, weaker demand,
higher cancellation rates, an over-supply of inventory and significant competitor discounting. These current
conditions resulted in an increase in our cancellation rate, which was 37.8% for the year ended December 31,
2006 compared to 21.2% for the same period in 2005, Our fourth quarter cancellation rate reuched an all-time
high of 63%. As a result of softened market conditions, we experienced a 60% decrease in new contracts in our
Florida region and a 25% decline in new contracts in our Midwest rcgion. Our Mid-Atlantic region new
contracts declined only 2% due primarily to strong sales results in our Charlotte market.  As mentioned above,
in January 2007, we lowered our sales prices in certain of our communitics to be more competitive and believe
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this has led to our best sales month since March 2006. '
|

® As a result of lower refinunce volume for outside lenders and increased competition, during 2007 we expect (o
experience confinued pressure on our mortgage company’s capture rate. which was approximately 80% during
2006 and 84% during 2005. This could continue to negatively impact earnings. :

* We continue to focus on our investment in land. During 2006, we abandoned $7.0 ml]llon of lund and lot
deposits and pre-acquisition cosls for trunsactions that we no longer intend to pursue duc to market conditions.
We also have $21.8 million of lad held for sale at December 31, 2006 and are looking at additional parcels to
sell to lower our investment in |}1\'rullnr3 Our planned 2007 land purchases of $25 ImlllOl‘l the majority of
which is in North Carolina where market conditions remain solid, 15 85% less than our 2006 land purchasecs of
$164 nullion. i

!

o  As discussed above, we are proncnuné changes in market conditions that require us to LOIDST.dl‘lIlV monitor the
value of our inventorics and investments in unconsolidated LLCs in those markets in w luch we operate, in
accordance with generally ac&.cptc’d accounting principles. During the year ended Dccember 31, 2006, we
recorded $71.8 million of c.lurges'reldtmg to the impairment of inventory and mveslmt,m in unconsolidated
LLCs. We generully believe that we will see a grudual improvement in market conditions over the long term.
During 2007, we will continue liotl.lpddle our evaluation of the value of our inventorics .md investments for
impairment, and could be rt,qmr'ed to record additional impairment charges which \\ould negatively impact
carnings should market conditiond deteriorate further or results differ from management’s ‘lesumpllons

e Qur effective income Lux rute 1'0r-2906 waus 35.3%, compared to 37.6% for 2005, The rcdu'ction i rate reflects
differences in the location of stdte td‘{dhl(. income, clarification of the amount of manufacturing credit available
under the American Jobs Creation Act of 2004, and the change in the State of Ohio income tax from one that is
income bascd to one that is bdfséd on gross receipts, the recording of which is classificd as general and
administrative expense. In 2007 § first quarter, we are required to adopt Financial Inlérprelalmn No. 48 -

“Accounting for Uncertainty in Incomc Taxes.” We have nol completed our evaluation (I)f the impact of this
interpretation, but do not expect it o have a material imnpaci.

Highlights and Trends for the YearjEnded December 31, 2005

e Homes delivered declined compared to 2004, from 4,303 in 2004 to 4,291 in 2005. The decline in homes
delivered was due to softness in our Midwest markets, lower communty counts going mto 2005 and delays in
our Florida markets caused by w eather, longer regulatory processes and shortages in certain matenals and labor.

¢ Total revenue for 2005 increased '13% over 2004 to $1.3 billion. Housing revenue mcreascd 1% duc te an 11%
increase in the average sales pnce of homes delivered, from $267.000 in 2004 to $298, 000 in 2005. lLand
revenue increased $28.4 million, pI‘lIIldl‘ll\ as a result of lots sold to third parties in lellpd Orlando. Columbus
and Washington, D.C. dunng 2(}03 In addition, during 2005, our homebuilding opcmllons recognized $6.6
million of revenue related to the Chdl]gL in home closings with low down-payment loans that were not yet sold
to a third party. whereas the 1mpdct to revenue for 2004 resulted in a $14.0 million reduction in revenue: Our
financial services revenue dcclmed $4.3 million (13%) compared to the prior vear due to 8% fewer loan
originations and lower gains on the sale of loans to third parties resulting from the change i ln mix of loans sold.

e [ncome before income taxes lor 2005 increased $10.1 million and 7% over 2004, driven b\ the 15% increase in
revenue described above, pdl‘lldlly offsct by a lower gross margin percentage (25.2% in 2005 compared o
25.5% in 2004), along with a 2'4'% increase in ;,t,neral and administrative expenses and a 69% increase in
interest expense. The 24% ($15.7 million) increase in general and administrative expenses was primdrily due to
land-related expenses dssocmlcd with our growth and diversification activitics, including real estate taxes,
homeowner's association fees fOr active communities and additional personnel costs, to}dlmg approximately
$6.9 million. Also in 2003, we [expenscd certain deposits and costs totaling $2.8 mllllonlon land transactions
where the return potential had déclined from the initial evaluation or certain contingencics were not satisfied.
Additionally, the increasc was dut’a to the absence in 20035 of $2.3 million of income rclatmg lo interest rate
swaps that terminated in Seplcmber 2004, Partially offsetting these higher general and administrative costs was
the absence in 2005 of $1.9 million of expense recorded in 2004°s general and : ddnnmslmlnr’e expense relating to
the redemption of our $50 millidn senior notes. The 69% ($5.8 million) increase in interest expense was the
result of hlgher weighted dvcméé borrowings and a sh;,hll} higher weighted average mterest rate, partially
offset by an increasc in interest Cd[;ltdlllﬂ.d due to an increase in land under development and bacl\log




e 2005s new contracts of 4,314 were down compared to 4,333 in 2004, Market conditions in the Midwest, where
our new contracts were down 18%, along with certain weather and permitting related delavs we expenenced
during 2005 in opening new cominunities, resulted in lower than anticipated new contracts.

: IR

*  Qur effective tax rate was 37.6% for 2003 compared to 39.5% for 2004, The reduction was primarily a result of
the manufacturing credit established by the 2004 American Jobs Creation Act. The decrease is also duc to a
change in the state of Ohio’s tax laws, which phases out the Ohio income tax and replaces it with a gross
receipts tax, which is classified as general and administrative expense. In addition, we had a favorable
resolution of certain state-related tax matters during 20035,

Yeur Ended December 31.

(In thousands) 2006 2005 2004
Revenue:
Midwest homebuilding $ 493,156 $ 650,689 $ 700,549
Florida homebuilding 582,146 382,514 267.709
Mid-Atlantic homebuilding 260,059 286,926 195,833
QOther homebuilding — unallocated (a} 647 6.022 {13.975)
Financial services 27,125 28.633 32,909
Intercompany elininations (3,840) (7740 {(8.410)
Total revenue $1,359,293 $1.347.646 $1.174.635
Operating income {loss):
Midwest homebuilding {b) $ 897 $ 652 S 93410
Florida homebuilding (b) 115,643 62,432 44.834
Mid-Atlantic homebuilding (b) (21,955) 46.601 21.665
Other homebuilding — unallocated (a} 156 1.234 (2.278)
Financial services 15816 18.420 21,922
Less: Corporate selling, general and administrutive expense (34,191) (27.804) (2491
Total operating income $ 76,366 $§ 175535 $ 159,639
Interest expense:
Midwest homebuilding $ 6,408 5 6.793 $ 4729
Florida homebuilding 5,049 3.190 1.538
Mid-Atlantic homebuilding 4,384 3.754 1,785
Financial services ' 406 371 290
Total interest expense 5 16,247 $ 14.108 § 8342
Total income before laxes 5 60,119 S 161427 $§ 151.297
Assets:
Midwest homebuilding $ 432,572 $ 467.824 S 111.669
Florida homebuilding 514,235 405,222 213,594
Mid-Atlantic homebuilding 349,929 299789 241.321
Financial services 64,998 77.111 76,921
Corporate 115,345 79.732 35.01
Total assets $ 1,477,079 51.329.678 $ 078.326
Investment in unconsolidated LLCs:
Midwest homebuilding § 17570 $ 2060 § 12725
Florida homebuilding 32,078 29.750 10.346
Mid-Atlantic homebuilding - - -
Financial services - 19 22
Total investment in unconsolidated LLCs $ 49,648 $  49.929 S 23.093
Depreciation and amertization:
Midwest homebuilding b 182 S 148 ) 154
Florida homebuilding 1,693 833 108
Mid-Atlantic homebuilding 244 46 13
Financial services 383 88 112
Corporate 4,229 3.381 2.041
Total depreciation and amortization $ 6,731 $ 4498 5 2448

(#) Other homebuilding — unallocated consists of the net impact in the period due to timing of homes delivered with low down-payment loans
(buyers put less than 3% down) funded by the Company s (inancial services operations nol vet sold to a third party. In accordance with SFAS 66
and SFAS [40, recognition of such revenue nst be deferred until the related loan is sold 1o 4 third party.

(b) 2006 includes the impact of charges relating to the impaimment of imventory and investment in unconsolidated LLCs and the write-off of land
deposits and pre-acquisition costs. These charges reduced operating income by $23.0 million in the Midwest region, $11.9 nillion in the Florida

region and $41.9 nullion in the Mid-Atlantic region,
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Seasonality and Variability in Quarterly Results

We have experienced, and expect to continue to experience, elgmﬁcant seasonality and qu.arter—lo—quarter variability
in homebuilding activity levels. In geln%:ral homes delivered increase substantially in the third and fourth quarters.
We believe that this seasonality reflects the tendency of homebuyers to shop for a new home in lthe spring with the
goal of closing in the fall or winter, asf well as the scheduling of construction to accommoddte seasonal wecather
conditions. We also have experlenced and expect to continue to experience, seasonality in our financial services
operations because loan originations co'rrespond with the delivery of homes in our homebuilding operations. The
following table reflects this cycle for the Company during the four quarters of 2006 and 2005: [

Three Months Ended !
December 31, September 30, June 30, March 31,
2006 2006 2006 2006
{Dollars in thousands) (Unaudited) {Unaudited) {(Unaudited) (Unaudited)
Revenuc $482.256 $306,188 $311,794 $259,055
Unit data: I
New contracts 353 571 ) 764 1,137
Homes delivered 1,363 927 ,987 832
Backlog at end of period 1,523 2,533 2,889 - 3,112
i
Three Months Ended i
December 31, September 30. June 30, March 31,
2005 2005 2003 2005
{Dollars in thousands) {Unaudited) (Unaudited) {Unaudited) (Unaudited)
Revenue $507.770 $332.478 3265992 $241,399
Unil data: |
New contracts 901 1.163 1.172 1.078
Homes delivered 1.616 1.047 , 853 775
Backlog at end of period 2,807 3522 3,310 2,991
t

A home is included in “new contractsy when our standard sales contract is executed.

“Homes delivered” represents

homes for which the closing of the sale has occurred. “Backlog” represents homes for “rthh the standard sales
contract has been executed, but Wthh dre not included in homes delivered because closings for these homes have

not yet occurred as of the end of the penod specified.
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Reportable Segments

Year Ended December 31,

{Dollars in thousands) : 2006 2005 2004

Midwest Region
Homes delivered 1,821 2,388 2.778
Average sales price per home delivered $ 265 $ 268 250
Revenue homes $481,773 $639,820 $694,569
Revenue third party land sales $ 11,383 $ 10,869 $ 5980
Operating income homes § 2,514 $ 72.591 $ 94,460
Operating income (loss) third party land sales $ (1,677) § 2061 S 95
[nterest expense S 6408 5 6,793 5 4729
Depreciation and amortization $ 182 5 148 b 154
Assels $432,572 $467.824 5411,669
[nvestment in unconsolidated LECs $ 17,569 $ 20,160 $ 12,725
New contracts, net 1,513 2,018 2.450
Backlog at end of period 632 940 1.310
Average sales price ol homes in backlog § M § 288 § 281
Aggregate sales value of homes in backlog $173,000 $271,000 $369,000
Number of active communities ) 83 86 83

Florida Region

Homes delivered 1,597 1,261 994
Average sales price per home delivered ] 3 $ 285 5 266
Revenue homes $ 547,464 $364.792 $264,898
Revenue third party land sales § 34682 $ 17,722 § 281
Operating income homes $ 104,867 $ 59,961 S 44,606
Operating income third party land sales § 10,776 3 471 § 228
Interest expense § 5,049 S 3.1% $ 1,538
Depreciation and amortization § 1,693 $ 835 $ 108
Assels § 514,238 $405,222 $213,594
lnvestment in unconselidated [1.Cs $ 32,078 $ 29.750 $ 10,346
New contracts, net 640 1.609 1,312
Backlog at end of period 583 1,540 1,096
Average sales price of homes in backlog s 397 § 332 § 23
Aggregate sales value of homes in backlog $232,000 $342.000 $308.000
Number of active communities 46 32 2

Mid-Atlantic Region

Homes delivered 691 642 531
Average sales price per home delivered $ 372 5 424 5 357
Revenue homes $ 257,244 $272.191 $189,760
Revenue third party land sales 5 2,815 . $ 14735 5 6.093
Operating income (loss) homes $(21,958) $ 43.848 $ 24,021
Operating mcome third party land sales s 3 $ 2,753 5 644
Interest expense - § 4384 § 3,754 $ 1,785
Depreciation and amortization s 244 $ 46 $ 33
Assets $349,929 $299,789 $241,321
[nvestment in unconsotidated LLCs § - - -
New contracts, net 672 687 571
Backlog at end of period 308 327 282
Average sales price of homes in backlog $ J15 § 431 5 437
Aggregate sales value of homes in backlog $128,000 $141,000 $123,000
Number of active communities 34 32 20
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|
Year Ended December 31,
(Dellars in thousands) 2006 2005 ! 2004
'
Total Homebuilding Regions \F
Homes delivered 4,109 4,291 \ 4,303
Average sales price per home delivered $ 313 5 298 3 267
Revenue homes 5 1,286,481 51,276,803 51,149,227
Revenue third party land sales § 48880 $ 43326 ! S 14,884
Operating income homes $ 85483 § 176,400 $ 163,087
Operating income third party land sales $ 9,102 5 7,285 : $ 1,822
Interest expense $ 15841 $ 13737 ' 5 8052
Depreciation and amortization $ 2,119 $ 1,029 . $ 295
Assels $ 1,296,736 $1.172.835 S 866,584
Investment in unconsolidated LL.Cs § 49,647 S 49910 i $ 23071
New contracts, net 2,825 4,314 4,333
Backlog at end of period 1,523 2,807 | 2,688
Average sales price of homes in backlog $ 350 3 340 | h) 298
Aggregate sales value of homes in backlog $ 533,000 $ 954,000 , $ 800,000
Number of active communities 163 150 N 123
Financial Services
Number of loans eriginated 2,729 2,959 3,221
Value of loans originated $ 666,863 S 666,684 . $ 695,192
Revenue § 27,115 $ 28,635 . S 32909
General and administrative expenses $ 11,309 $ 10,215 f $ 10947
Interest expense $ 406 3 in ) 290
Income before income taxes $ 15410 S 18,049 : § 21,632
|

Year Ended December 31, 2006 Compared to Year Ended December 31. 2005 |

|
Midwest Region. For the year ended!Dlecember 31, 2006, the Midwest homebuilding revenue was $493.2 million, a
24% decrease compared to 20035, The revenue deerease was primarily duc to the 24% decrease in the number of
homes delivered. For the year ended;December 31, 2006, the Midwest operating income was $0 9 million (0.2% of
revenue) compared to $74.7 million (ll 5% of revenue) in 2005. The 99% decrease in operatmg mcome was the
result of fewer homes delivered, a change in the mix of products delivered and a reduction in profit due to sales
incentives offered to customers. In addmon the decrease in operating income was due to a $25.0 million charge
relating to the impairment of mventorv and investment in unconsolidated LL.Cs and the write- oﬂ" of certain land and
lot deposits and pre-acquisition costs m our Midwest region. For 2006, the Midwest region new contracts declined
25% compared to 2005 due to softness in market conditions in the Midwest. Year end backlog declined 33% in
units and 36% in total sales value, wnh an average sales price in backlog of $274,000 at December, 31, 2006
compared to $288.000 at December, 31, 2005, Market conditions in the Midwest are very challenging, and we
anticipate these challenging condmons?wﬂl continue throughout 2007, |
Fiovida Region. For the year ended December 31, 2006, Flonida homebunldmg revenue increased to $582 I million,
an increase of 52% compared to the same period in 2005. The increase in revenue is primarily due to a 27%
increase in the number of homes dehvered in 2006 compared to 2005, along with an mcrease! in the average sales
price, from $289.000 in 2005 to $343 000 in 2006. There was also an increase of $17.0 million in revenue from the
sale of land to third parties. Operalmg income increased $53.2 million, from $62.4 mllllon in 2005 to $115.6
million for the year ended December 31, 2006, with 2006 including an $11.9 million charge relating to the
impairment of inventory and mvestment in unconsolidated LLCs and the write-off of certain land and lot deposits
and pre-acquisition costs in our Flonda region, For 2006, our Florida region new contracts decreased 60%, from
1,609 in 2005 to 640 in 2006, pnmaniy due to the current oversupply of inventory driven by many investors eulmg
the market and the resulting impact o'n consumer confidence. Management anticipates challengmg conditions in our
Florida markets in 2007 based on the! decrease in backlog units from 1,540 at the end of 20035 compared to 583 at the
end of 2006. While the number ofiback]og units decreased, the average sales price of lhe homes in backlog
increased from $352,000 at December 31, 2005 to $397,000 at December 31, 2006: however management
anticipates there will be declines in the Florida region’s average sales price, along with a decline in gross margins of
more than 500 basis points during 2007. !

Mid-Atlantic Region. In our Mid- Atlantlc region, homebuilding revenue decreased $26.9 m11110n (9%) for the year
ended December 31, 2006 compared to the same period in 2005. Contributing to this decrease was a decrease of
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$11.9 million in revenue from the sate of land to outside partics, along with a 12% decrease in the average sales
price of homes delivered, from $424,000 for the vear ended December 31, 2005 to $372,000 for the vear ended
December 31, 2006, The decrease in the average sales price of home delivered primarily related to the change in
mix between markets, with more homes being delivered in our North Carolina markets, which have a lower average
sales price than homes in our Washington, D.C. market. Operating income was $46.6 million for the vear ended
December 31, 2005 compared to a loss of $22.0 million for the year ended December 31, 2006. This decrease in
operating income was primarily due to 4 $41.9 million charge relating to the impairment of inventory and the write-
off of certain land and lot deposits and pre-acquisition costs in our Mid-Atlantic region. New contracts decreased
2% to 672 for the year ended December 31, 2006, and vear end backlog units decreased 6% to 308 for that sume
peniod. )

Financial Services. I'or the yvear ended December 31, 2006, revenue from our mortgage and title operations
decreased $1.5 million (5%0), from $28.6 million in 2005 10 $27.1 mullion in 2006, due to a decrease of 8% in loan
originations. At December 31, 2006, M/l Financial had morigage operations in all of our markets. Approximately
80% of our homes delivercd during 2006 that were financed were through M/I Financial, compared to 84% in 2005.
As a result of lower refinance volume for outside lenders, resulting in increased competition for the Company’s
homebuyer, during 2007 we expect to experience continued pressure on our capture rate and margins, which could
continue to negatively affect carnings. General and administrative expenses increased $1.1 million due in part to an
increase of $0.6 million in payroll and incentive-related costs due to associates added for our new M/l Financial
branch that opened in the Washington, ID.C. market, along with $0.2 million expense associated with stock options,
as required under SFAS 123(R). which did not exist in 2005. There was also an increase of $0.3 million in
depreciation expense for the year ended December 31, 2006 relating primarily to a new compuier system.,

Corporate Selling, General and Administrative Expense. Corporale general and administrative expenses increased
$5.8 million (21%), from $27.0 million in 2005 to $32.8 million in 2006, primarily due to $7.0 million of severance
and separation costs related to workforee reductions, $0.5 million increase in depreciation expense, and $3.1 million
for equity compensation not subject to expensing in 2005, Offsetting the above increases were decreases of $7.0
million for annual incentive compensation and $0.8 million for profit sharing, primarily due to lower Company
results in 2006 than 2005. Corporate selling expenses increased $0.6 million in 2006 compared to 20035 duc
primarily to an increase of $0.5 million in training costs.

Interest. Interest cxpense for the Compuny increased $2.1 million (15%) from $14.1 million for the vear ended
December 31, 2005 to $16.2 million for the year ended December 31, 2006. The primary reason for this increase
was the $2.1 million increase in homebuilding interest expense due to the increase of $204.8 million in weighted
average borrowings in 2006 compared to 2005, along with the increase of our weighted average borrowing rate from
6.19% in 2005 to 7.25% in 2006, These increases were partially offset by a $16.7 million increase in the amount of
interest capitalized in 2006 compared to 2005, due to an increase in housing construction and land development
activitics.

Income Taxes. The Company’s effective tax rate for 2006 was 35.3% compared to the effective tax rate for 20035 of
37.6% as discussed ubove under “Highlights and Trends for the Year Ended December 31, 2006”7  In addition,
deferred income tax expense (benefit) also decreased $28.8 million from $0.6 million in 2005 to ($28.2) million in
2006, with this large change in deferred income taxes resulting primarily from the charge for impairment of
inventory and investment in unconsolidated LLCs that is not deductible for tax purposes until the related inventory
is sold.

Year Ended December 31, 2005 Compared to Year Ended December 31, 2004

Midwest Region, For the year ended December 31, 2003, the Midwest homebuilding revenue was $650.7 million, a
7% decrease compared to 2004, The revenue decrease was primarily due to the 14% decrease in the number of
homes delivered. partially offset by a 7% increase in the average sules price of homes delivered. For the year ended
December 31, 2003, the Midwest operating income was $74.7 million {11% of revenue) compared to $95.4 million
(14% of revenue) in 2004. The 22% decrease in operating income was the resull of fewer homes delivered. a
change in the mix of product delivered and a reduction in profit due to sales incentives offered to customers. For the
vear ended December 31, 2005, profit relating to the sale of tand to third parties incrcased $1.1 million. For 2003,
the Midwest region new contracts declined 18% compared to 2004 due 1o sofiening market conditions throughout
the Midwest region. Year end backlog declined 28% in units and 27% in total sules value, with an average sales
price in backlog of $288.000 a1 December, 31, 2005 compared to $281,000 at December 31. 2004,

Florida Region. Homebuilding revenue increased $114.8 million (43%) from $267.7 million for the year ended
December 31, 2004 to $382.5 million for the vear ended December 31, 2003 in our Florida region. This revenue
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increase was the result of a 27% increase in homes delivered and an increase in the average sales price of homes
delivered, from $266.000 in 2004 10 $289 000 in 2005. Operating income in our Florda reglon increased {rom
$44.8 million in 2004 to $62.4 million in 2005 duc primarily to the increases in homes delivered and average sales
price, along with a $2.2 million mc.rc_dic in profit {rom the sale of land 10 third parties. New contracts in our Florida
region increased 23%, from 1,312 in 2004 to 1,609 in 2005, and our year end backlog increaséd 41%, from 1,096
umits in 2004 to 1,540 units in 2003, with the average sales price of those homes in backlog increasing 25% to
$352,000.

i
Mid-Atantic Region. In our Mld-Alldl‘lllL region, homebuilding revenue increased $91.0 million (46%) from
$195.9 million for the vear ended Dcccmbcr 31, 2004 to $286.9 million for the vear ended I)cccmber 31, 2006. This
increase was driven by a 21%1 increase in homes delivered in 2005 compared to 2004, along wlth an increase in the
average sales price of homes dclwercd!lrom $357.000 in 2004 to $424,000 in 2005. The revenue increase. along
with an increase in gross margin pcrccnmge n our Washmglon D.C. market, generated the $21.9 million (89%)
increase in operating income for our Mld Atlantic region, New contracts for the Mid-Atlantic region increased
20%, from 571 for the year ¢nded Dolc,cmbcr 31, 2004 to 687 for the year ended December 31} 2003, and backlog
untits at vear end increased from 282 in 2004 to 327 in 2005. F

|
Financial Services. Mongdgc and ullu operations revenue decreased $4.3 million (13%), lrom $32.9 milhion n
2004 to $28.6 million in 2005. The du.redse was expecled, and was the result of an 8% du.lme in the number of
loans originated combined with the absence in 2005 of $2.1 million of income recorded in 2004 resulting from a
chuange in estimate related to mdrkmg!mleresl rate lock commitments to market value in accordance with SFAS 133
and refuted derivatives guidance. At December 31, 2005, M/I Financial was operating in cachjof our nine markets
cxcept Washington, D.C. In these ugshl markets, 84% of our 2005 homes delivered that werc linanced were through
M/I Financial. General and ‘ldmlmslmtwe expenses for the vear ended December 31, 2003 \\terc $10.6 million, a
6% decrease over the 2004 amount ol“$ll 3 million. The decrease was primarily due to the dhscnce in 2005 of $1.7
million mdrkelm;, costs recorded in 20'04 associaled with the slowing Midwest business, oilscl partially by a $0.9
million increase in payvroll and incentive-related costs. .

Corporate Selling, General and Administrative Expense. Corporale general and administrative expenses increased
$2.5 million (10%) for the year ended Dcu.mbur 31, 2005 compared Lo the same period in 2004 This increase was
primarily due to the absence in 2005 01 $2.3 million of income recorded in 2004 associated with our inlerest rate
swaps that expired during 2004 lhcrc was also a $0.3 million increase in architectural ewpc.hses associated with
new product designs and $0.9 mthon Increasc in insurance expenscs. These increases were pdl’tldll} offset by the
absence of $1.9 million of expense rc::9rded during 2004 relating to the redemption of our $50 mllllon senior notes,
Corporate selling expenses also increased $0.4 million from 2004 1o 2005.

Interest. Intercst expense for the Company incrcased $5.8 million (69%) from $8.3 million for the year cnded
December 31, 2004 to $14.1 millionlfbr the vear ended December 31, 2005, The primar\ reason for this increase
was the increase of $3.7 million in hofnc.bulldmgs interest, which was the result of an increase ‘of $177.0 million in
average borrowings and an increase in the av erage borromng rate from 5.9% in 2004 to 6.2% in 2005. Partially
offsetting these increases was a $5.8 }mlhon increase in the amount of interest capitalized in 2005 compured to 2004
due to an increase in housing constrution and land development activities. !

Income Taxes. Our effective tax rate)was 37.6% for 2005 compared to 39.5% for 2004 as di:scusscd above under
“Highlights and Trends for the Year Ended December 31, 2005.7

LIQUIDITY AND CAPITAL RESOURCES

Operating Cash Flow Activities

During the vear ended December 317 2006, we used $104.0 million of cash in our operatmg activities, as compared
to $92.6 million of cash used in such activitics during 2005. The net cash used in opc,rdll(')ns during 2006 was
primarily the result of cash used to f}md (1) $160.0 million investment in land and lots (cxc.ludmg $4.1 mallion of
land purchased by our um.onsohdated LLCs reported as investing activities); (2) a $52.8 million net increase in
homics under construction (mcludmg an $80.6 million increase in speculative homes); and (3) a $27.2 million
increase in cash held in escrow due Io homes closing near the end of the year for which the cash was not collected
until the beginning of 2007. Pdﬂld")’ offsetting the cash used was: (1) $88.5 million of cash, resulting from net
income of $38.9 million and etcludmg non-cash impairment and abandonment charges, net-of-tax, of $49.6 million:
(2) 2 $9.1 million decreuse in mong‘ige loans held for sale: and (3) 2 $7.5 million increase in dCCOUmS payuble.

D



The principal reason for the increase in operating cash outflows in 2006 was our decision to further invest in land to
enable sales growth, The decision to purchase land was based on management’s expectations for future returns from
the incremental investments. In light of more challenging market conditions encountered in the latter half of 2006,
our expectations have changed, and we have substantially lowered our planned purchase of land and lots to reduce
our inventory to better match our forecasted reduced number of home sales. Our ability 1o reduce inventory levels
in the near term is, however, dependent on our ability to close a sufficient number of homes in the next few quarters.
To the exlent our inventory levels decrease during fiscal 2007, we expect to have net positive cash flows from
operating activities in 2007, assuming all other factors remain constant.

Investing Cash Flow Activities

For the year ended December 31, 2006, we used $21.8 million of cash through our investing activities, primarily for
additional investments in certain of our unconsolidated LI.Cs totaling $17.0 million.

Financing Cash Flow Activities

For the year ended December 31, 2006, our financing activities provided $112.2 million of cash, relating to $133.9
million of additional borrowing (net of repayments) from our revolving credit facilities, partially offset by $17.9
million used for the repurchase of 463,500 of the Company’s common shares.

Our homebuilding and financial services operations financing needs depend on anlicipaled sales volume in the
current year as well as future years, inventory levels and related turnover, land and lot purchase plans and other
Company plans. We fund these operations with cash flows from operating activities, borrowings under our bank
credit facilittes, which are primanly unsccured, and, from time to time, issuances of new debt and/or equity
securities, as management deems necessary. As we utilize our capital resources and hquidity to fund our operations,
we constantly focus on the impact on our balance sheet. We have incurred substantial indebtedness, and may incur
substantial indebtedness in the future, to fund our homcebuilding activities. During 2007, we currently intend to
purchase approximately $23 million of land and/or lots, primarily in our North Carolina markets. We believe we
will be able to continue to fund our future cash needs through our cash flows from operations, our existing credit
facilities and the issuance of new debt, preferred stock and/or other equity securities through the public capital
markets. Please refer to our discussion of Forward-Looking Statements and Risk Factors in Item 1A of this Annual
Report on Form 10-K for further discussion of risk factors that could impact our source of funds.

Included in the table below is a summary of our available sources of cash as of December 31, 2006:

Expiration Outstanding Available
(In thousands) Date Balance Amount
Notes payable banks — homebuilding (a) 10/6/2010 $410,000 $111.,575
Notes pavable bank — financial services 1/26/2007 $ 29,900 $ 25215
Senior notes 47142012 $200,000 -
Universal shelf registration (b) - - $150,000

(1) As of December 31, 2006, the Credit Facility (as defined below) also provides for an additional $350 million of borrowing through the
accordion feature upon request by the Company and approval by the applicable lenders included in the Credit Facility.

(b) This shelf registration should allow us to expediently access capilul markets in the future. The timing and amount of offerings, if any, will
depend on market and general business conditions.

Notes Payable Banks - Homebuilding. At December 31, 2006, the Company’s homebuilding operations had
borrowings totaling $410.0 million, financial letters of credit totaling $9.8 million and performance letters of credit
totaling $20.9 million outstanding under the Second Amended and Restated Credit Facility that was effective
October 6, 2006 (“Credit Facility”). The Credit Facility provides for a maximum borrowing amount of $650.0
million and the ability to increase the loan capacity up to $1.0 billion upon request by the Company and approval by
the lender(s). Under the terms of the Credit Facility, the $650 million capacity includes a maximum amount of $100
million in outstanding letters of credit. Borrowing availability is determined based on the lesser of: (1) Credit
Fucility loan capacity less Credit Facility borrowings (including cash borrowings and letters of credit) or (2) lesser
of Credit Facility capacity and calculated borrowing base, less borrowing base indebtedness (including cash
borrowings under the Credit Facility, senior notes, financial letters of credit and the 10% commitment on the MIF
Credit Facility (as defined below)). As of December 31, 2006, borrowing availability was $111.6 million in
accordance with the borrowing base calculation. Borrowings under the Credit Facility are unsecured and are at the
Alternate Base Rate plus a margin ranging from zero to 37.5 basis points, or at the Eurodollar Rate plus a margin
ranging from 100 to 200 basis points. The Alternate Base Rate 1s defined as the higher of the Prime Rate, the Base
CD Rate plus 100 basis points, or the Federal Funds Rate plus 50 basis points.
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The Credit Facility contains covenants: that require the Company, among other things, to maintain minimum net
worth amounts and to maintain certaipifinancial ratios. Currently, we belicve the most restrictive covenant of the
Credit Fucility is interest coverage. Under this covenant, the Company is required to mdil‘lldilll. on a rolling four
quarter basis, inlerest coverage of two Ilmes carnings before interest, taxes, deprectation, amortization and non-cash
charges (as defined in the Credit quhtv) Based on our current information, we believe! we will meet this
requircment through the third qudrterl however, we may fall slightly below this requirement: level in the fourth
quarter of 2007. We monitor this and other covenant requirements closely and will pursue certain actions should
this situation appear probable as we: "ove through the year. The Credit Facility also placeé limitations on the
amount of additional indebtedness th.at5 may be incurred by the Company, limitations on the investments that the
. Company may make. including |01nt yentures and advances to officers and employees, cmd limitations on the
aggregale cost of certain types of mventorg. that the Company can hold at any one time. The Companv is required
under the Credit Facility to maintain a certain amount of tangible net worth, and as of Deu..mbc.r 31, 2006, had
approximately $117.8 million availablelfor payment of dividends. As of December 31, 2006. the Compdnv was in
compliance with all covenants of the Credit Facility.
I

Note Payable Bank — Financial Services. At December 31, 2006, we had $29.9 million outstanding under the M/]
Financial First Amended and Resldled Revo]vmg: Credit Agreement (the “MIF Credit Facility™). M/l Homes, Inc.
and M/1 Financial are co-borrowers under the MIF Credit Fucility. The MIF Credit Facility provndes M/T Financial
with $40.0 million maximum borrowi mg availability to finance mortgage loans mitially funded by M/1 Financial for
our customers, except for the period Deccmbcr 15, 2006 through January 15, 2007, when the m.:mmum borrowing
availability is increased to $65.0 mijlion. The maximum borrowing availability is limited to 95% of ehgible
mortgage loans. In determining cllglblé morigage loans, the MIF Credit Facility provides limits on certain types of
loans. The borrowings under the MIL; Credit F acility are at the Prime Rate or LIBOR plus 135basis pomls with a
commitment fee on the unused portmn f the MIF Credit Facility of 0.20%. The MIF Credit F‘lluhly expires April
26, 2007 however, the Company mtends to amend the term of the MIF Credit Facility prior tolthe expiration date.
Under the terms of the MIF Credit FdClll(\ M/I Financial is required to maintain tangible net worth of $3.5 million
and maintain certain financial ratios. JAs of December 31, 2006, the borrowing base was $55.1 million with $25.2
million of availability. As of December 31, 2006, the Company was in compliance with all restlrlcuve covenants of
the MIF Credit Facility.
[

Senior Notes. At Deccmber 31, 2006, there were $200 million of 6.875% senior notes outstdndmg The notes are
due April 2012, As of Dccember 3 l? 2006, the Company was in compliance with all l'(.bll’lL.lch covenants of the
notes. \

!

Universal Shelf Registration. In Apnl 2002, we filed a $150 million universal shelf reglslnmon staternent with the
SEC. Pursuant to the filing, we may, fi om time to time over an extended period, offer new debt, preferred stock and/or
other cquity sceurities. Of the equity shares up to 1 milllon common shares may be sold by certain shareholders who
are considered selling shareholders. Thrs shelf registration should allow us to expediently access elapltdl markets in the
future. The timing and amount of oﬂenngs if any. will depend on market and general business conditions. No debt or
equity securitics have been offered for sale as of December 31, 2006. ;

Weighted Average Borrowings, For the vears ended December 31, 2006, 2005 and 2004, our weighted average
borrowings outstanding were $630.0 million, $425.2 million and $248.2 million, rc.spu.lwelv with a weighted
average interest rate of 7.3%, 6.2% cm'd 5.9%, respectively. The increase in borromngs was the|result of our higher
investment in land, land development [and speculative homes inventory. The increase in the “elghted average
interest rate was duc to the addition ofjour 6.875% fixed rate senior notcs in 2005, and the overdll markel increase in
interest rates, which has impacted our :varlable rate borrowings. Offsctting the above i mcredses were increases of
$16.7 million and $5.8 million, respectively. in the amount of intcrest capitalized during the years ended December
31, 2006 and 2005. :
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CONTRACTUAL OBLIGATIONS

Included in the table below is a summary of future amounts payable under contractual obligations:

Payments due by period

Less than . More than

(In thousands) Total | vear | -3 years 3 -5 vears 5 veurs

Notes pavable banks — homebuilding (u) $ 410,000 3 - § - $410.000 ) -
Note payvable bank — finunciul services(b) - 29,900 29,900 - - -
Mortgage notes pavable (including interest) ' 11.410 795 1,592 1,590 7.433
Senior notes {including interest) 276,733 13,941 27.920 27,882 206,990
Obligation for consolidated inventory not owned (¢) - - - - -
Community development district obligations (d) 1,159 355 591 213 -
Capital leases 569 350 219 - -
Operating leases 24,530 8,410 7.518 5,418 3084
Purchase obligations (¢) 188,205 188,205 - - -
Lund option agrecments () - - - - -
Total $942.506 $241,956 537,840 $445,103 $217.607

{a) Borrowings under (he Credit Fucility are unsecured and are at the Alternate Base Rate plus a margin ranging from zero to 37.5 basis points, or
at the Eurodellar Rate plus a margin ranging from 100 10 200 basis points. The Alternate Base Rate is defined s the higher of the Prime Rute,
the Base CD Rate plus 100 basis points, or the Federal Funds Rate plus 50 basis points. Borrowings outstanding a1 December 31, 2006 had
weighted average interest rate of 6.88%. Interest puyments by period will be based upon the outstanding berrowings and the applicable interest
rate(s) in effect. The above amounts do not reflect interest.

(b) Borrowings under the MIF Credit Facility are at the Prime Rate or at LIBOR plus 135 basis points. Borrowings outstanding at December 31,
2006 had a weighted average interest rate of 6.69%.  Interest payments by period will be based upon the outstanding borrowings und the
applicable interest rate(s) in effect. The above amounts do not reflect interest.

{¢) The Company is party 1o a land purchase option agreement to acquire developed lots from a seller who is a variable interest entity,  The
Company has determined that it is the primary beneficiary of the variable interest entity, and therefore is required under Financial Accounting
Standurds Board (“*FASB") Inlerpretution 46(R), “Consolidation of Vanable Interest Entitics™ to conselidate the entity,  As of December 31,
2006, the Company has recorded a liability of $3.3 millien relating to consolidation of this vanable interest entity. The actual cash payments that
the Company will make in the future will be based upon the number of lots acquired cach period and the related per lot prices in effect at that
time, Refer to Note 11 of vur Consolidated Financial Statements for further discussion of this obligation.

(d)} The amount reported herein of $1.1 million represents principal and interest for a bond obligation incurred in connection with the acquisition
of lots in o community in Florida, This obligation will be repaid as the Company closes on the lots in this community to third parties and the
estimated puaytents by period above have been estimated based on the expected timing of closings. In addition, in connection with (he
development of certain of the Company™s communities, local govemment entities have been established and bonds have been issued by those
entitics to finance 4 portion of the related infrastructure. These community development district obligations represent obliputions of the Company
as the current holder of the property, net of cash held by the district available to offset the particular bond obligations. As of December 31, 2006,
the Company has recorded a liability of $18.5 million relating to these community development district obligations. However, the actual cash
payments that the Company will ultimately make will be dependent upon the timing of the sale of those lots within the district to third parties amd
we are unable to estimate the timing; therefore, the amounts have not been included above, Refer to Note 10 of our Consolidated Finuncial
Statements for further discussion of these obligations.

{¢) The Company has obligmions with cenain subcontractors and suppliers of raw materials in the ordinary course of business to meet the
commitment to deliver 1,523 homes with an aggregate sales price of $533.0 million. Based on our current housing gross margin of 22.2%,
exclusive of impairment charges, plus variable selling costs of 4.1%% of revenue, less costs already incurred on homes in backlog. we estimate
payments totaling approximately $188.2 million to be made in 2007 relating to those homes.

{f) The Company has options and conlingent purchuse ugreements to acquire land and developed lots with an aggregate purchase price of
approsimately $150.0 million. Purchise of propenties is generally contingent upon satisfaction of certain requirements by the Company and the
sellers and therefore the timing of payments under these agreements is not determinable. The Company his no specific performance obligations
with respect 1o these agreements.

OFF-BALANCE SHEET ARRANGEMENTS

Our primary use of ofl-balance sheet arrangements is for the purpose of sccuring the most desirable lots on which to
build homes for our homebuyers in 4 manner that we believe reduces the overall risk to the Company. Our off-balance
sheet arrangements relating to our homebuilding operations include unconsolidated LLCs, land option agrecments,
guarantees and indemnifications associated with acquiring and developing land and the issuance of letters of credit and
completion bonds, Additionalty, in the ordinary course of business, our financial services operations issuc guaraniecs
and indemnities relating 1o the sale of loans to third parties.

- Unconsolidated Limited Liability Companies. In the ordinary course of business, the Company periodically enters
into arrangements with third parties to acquire land and develop lots. These arrangements include the creation by
the Company of LLCs, with the Company’s interest in these entities ranging from 33% to 50%. These cnlitics
engage in land development activitics for the purpose of distributing (in the form of a capital distribution) or selling
developed lots to the Company and its partners in the entity. These entities generally do not meet the critenia of
variable interest entities (“VIEs™), because the equity at risk is sufficient to permit the entity to finance its activities
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without additional subordinated support from the equity investors; however, we must evaluate each entity to
determine whether it is or is not a VIE} If an entity were determined 1o be a VIE, we also evaluate whether or not
we are the pnimary beneficiary. These E:leuatmns are initially performed when each new entltv is created and upon
any events that require reconsideration of the entity. , i
|
W have determined that none of the LLCs in which we have an interest are VIEs, and we also have determined that
we do not have substantive control ovelr any of these entities; thercfore, our homebuilding LL Cs are recorded using
the equity method of accounting. The Compdny believes its maximum exposure related to any (51' these entities as of
December 31, 2006 to be the amount mvested of $49.6 million plus our $1.9 million share of letters of credit totaling
$3.2 miilion that serve as comp]etlon bonds for the development work in progress, and our obligations under
guarantees and indemnifications provlded in connection with these entities as further discussed i 1|n Note 6 and Note 7
of our Consolidated Financial Stateméts. During 2007, we may enter mnto additional arrangements to create LLCs
in order to increase our homebmldmg.‘a%:twmes while sharing the risk with our partner in each respective entity.
' . [
Land Option Agreements. In the orc!ipary course of business, the Company enters into land option agreements in
order to secure land for the construction of homes in the future. Pursuant to these land option agreements, the
Company will provide a deposit to thza seller as constderation for the right to purchase land at different times in the
future, usually at predetermined prices. lBeuause the entities holding the land under option oflcn\ meet the critenia for
VIEs, the Company evaluates all land option agreements 1o determine if it is ncccssary to (..Ol'lb()llddle any of these
entitics. The Company currently behéves that its maximum exposure as of December 31, 2006 related to these
agreements is equal to the amount of the Company’s outstanding deposits, which totaled $lO 4 mullion, including
cash deposits of $3.7 million, letters of credit of $4.6 million and corporate promissory notes of $2.1 million.
Further details relating to our land Io‘ptlon agreements are included in Note 11 of our Consolidated Financial
Statements. :
Letters of Credit and Completion Bonds. The Company provides standby letters of credit and COmplellon bonds for
development work in progress, deposﬂs on land and lot purchase agreements and rmscelldneous deposits.  As of
December 31, 2006, the Company has oulsldndmg approximately $153.4 million of completlon bonds and standby
letters of credll including those related to LLCs and land option agreements discussed above.
. [
Guarantees and Indemnities. In lhe ordinary course of business, M/l Financial enters into agreements that
guarantee purchasers of its mortgage foans that M/I Financial will repurchase a loan if certain condmons occur. M/1
Financial has also provided mdemmﬁc':dtlons to certain third party investors and insurers in heu of repurchasing
certain loans. The risk associated wuh ‘ihe guarantees and indemnities above 1s offset by the valluc of the underlying
assets, and the Company accrues its best estimate of the probable loss on these loans. Additionally, the Company
hus provided certain other guarantecs ; lcmd indemnities in connection with the acquisition and de\ielopment of land by
our homebuilding operations. Refer to Note 7 of our Consolidated Financial Statements for additional details
relating to our guarantees and indemnities. '
|

INTEREST RATES AND INFLATION
|

Our business is significantly affected ny!gcncml economic conditions of the United States of Ame1:"ica and, particularly,

by the impact of interest rates. Higher mlcrest rates may decrease our potential market by making it more difficult for

homebuyers to qualify for mortgages or o obtain mortguges at interest rates that are acceptable 1o them. The impact of

increased rates can be offset, in part, by offering variable rate loans with lower interest rates.

I

In conjunction with our morigage ﬁnagcimg services, hedging methods are used to reduce our exposure to interest rate
fluctuations between the commitment date of the loan and the time the loan closes. 3

In recent years, we have not expenenc‘laq any detrimental effect from inflation. When we develop lots for our own use,
inflation may increase our profits bLCdI'JSG land costs are fixed well in advance of sales efforts. We. are generally able to
muaintain costs with subcontractors fmmfthe date construction is started on 1 home through the delivery date. However,
in certain situations, unanticipated costs may oceur between the time of start and the delivery date, resulting in lower
gross profit margins.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our primary market risk results from fluctuations in interest rates. We are exposed to interest rate risk through the
borrowings under our unsecured revolving credit facilities, consisting of the Credit Facility and the MIF Credit
Facility, which permit borrowings of up to $715 million as of December 31, 2006 (including the temporary $25
million increase in the MIF Credit Facility for the period December 15, 2006 through January 15, 2007), subject to
availability constraints, Additionallv, M/I Financial is exposed to interest rate risk associated with its mortgage loan
origination services.

Loan Commitments: Interest rate lock commitments (“IRLCs”) are extended to home-buying customers who have
applied for mortgages and who meet certain defined credit and underwriting criteria. Typically, the IRLCs will have
a duration of less than nine months; however, in certain markets, the duration could extend to twelve months. Some
IRLCs are committed to a specific third-party investor through use of best-effort whole loan delivery commitments
matching the exact terms of the IRLC loan. The notional amount of the committed IRLCs and the best-efforts
conlracts was $10.2 million and $52.8 million at December 31, 2006 and 2005, respectively. At December 31,
2006, the fair value of the committed IRLCs tesulted in an asset of $0.1 million and the related best-efforts contracts
resulted in a lability of $0.1 million. At December 31, 2005, the fair value of the committed IRL.Cs resulted in a
liability of $0.6 million and the fair value of the related best-efforts contracts resulted in an asset of $0.6 mullion.
For the years ended December 31, 2006 and 2005, we recognized less than $0.1 million income and $0.1 milhon
expense, Tespectively, relating to marking these committed IRLCs and the rclated best-efforts contracts to market.
For the year ended December 31, 2004, we recognized no net gain or loss relating to marking these committed
[RLCs and the related best-efforts contracts to market. Uncommitted IRLCs are considered derivative instruments
under SFAS- 133 and are fair value adjusted, with the resulting gain or loss recorded in current curnings. At
December 31, 2006 and 2005, the notional amount of the uncommitted IRL.C loans was $37.8 million and $32.1
million, respectively. The fair value adjustment related to these commitments, which is based on quoted market
prices, resulted in an asset of less than $0.1 million and a liability of $0.3 million at December 31, 2006 and 2005,
respectively. For the years ended December 31, 2006, 2005 and 2004, we recognized $0.3 million income, $0.4
million expense and $2.6 million income, respectively, relating to marking these commitments to market.

Forward sales of mortgage-backed sccurities (“FMBSs™) are used to protect uncommitted IRLC loans against the
risk of changes in interest rates between the lock date and the funding date. FMBSs related to uncommuitted IRLCs
are classified and accounted for as non-designated derivative instruments, with gains and losses recorded in current
earnings. At December 31, 2006, the notional amount under these FMBSs was $36.0 million, and the related fair
value adjustment, which is based on quoted market prices, resulted in an asset of $0.1 million. At December 31,
2005, the notional amount under the FMBSs was $33.0 million, and the related fair value adjustment resulted 1o a
liability of $0.2 million. For the years ended December 31, 2006, 2005 and 2004, we recognized $0.3 million
income, $0.2 million expense and $0.3 million income, respectively, relating to marking these FMBSs to market.

Mortgage Loans Held for Sale: During the intervening period between when a loan is closed and when it is sold to
an investor, the interest rate risk is covered through the use of a best-efforts contract or by FMBSs. The notional
amount of the best-efforts contracts and related mortgage loans held for sale was $9.5 million and $36.5 million at
December 31, 2006 and 2005, respectively. At December 31, 2006, the fair value of the best-cfforts contracts and
related mortgage loans held for sale resulted in a total liability of less than $0.1 million under the matched terms
method of SFAS 133, with no net impact to earnings for the year ended December 31, 2006, The notional amounts
of the FMBSs and the related mortgage loans held for sale were $47.7 million and $48.9 million, respectively, at
December 31, 2006, and were $31.0 million and $31.5 million, respectively, at December 31, 2005, In accordance
with SFAS 133, the FMBSs ure classified and accounted for as non-designated derivative instruments, with gains
and losses recorded in current eamings. As of December 31, 2006, the related fair value adjustment for marking
these FMBSs to market resulted in an asset of $0.1 million, and income of $0.1 million for the year ended December
31, 2006.

The following table provides the expected future cash flows and current fair values of borrowings under our credit
facilities and mortgage loan origination services that are subject to market risk as interest rates fluctuate, as of
December 31, 2006:
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Weighte(li

Average | Fair
Interest) Expected Cash Flows by Period . Value
(Dollars in thousands} Rate | 2007 2008 2009 2010 2011 Thereafter | Total 12/31/06
ASSETS: '
Mortgage leans held for sale:
Fixed rate 6.08% $57,018 5 - 35 - 3 - 5 - $ -1 $57.018 3 54926
Variable rate 3.50% 3,478 - - - - - 3,478 3,379
LIABILITIES: )
Long-term debt - fixed rate 6.92% $ 240 $261 $283 § 306 $332 $205,521 | 3206943 $187.027
Long-term debt — variable rate 6.87% 29,900 - - 410,000 - - 439,900 439,900
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Sharehelders and Directors of M/l Homes, Inc.
Columbus, Ohio

We have audited the accompanying consolidated balance sheets of M/I Homes, Inc. and subsidiaries (“the
Company™) as of December 31, 2006 and 2003, and the related consolidated statements of income, shareholders’
equity and cash flows for each of the three years in the period ended December 31, 2006, These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
M/l Homes, Inc. and subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2006, in conformity with accounting
principles generally accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006, based
on the criteria established in nternal Controi—Iniegrated Framework issued by the Commitiee of Sponsoring
Organizations of the Treadway Commission and our report dated March 6, 2007 expressed an unqualified opinion
on management’s assessment of the effectiveness of the Company’s internal control over financial reporting and an
unqualified opinion on the effectiveness of the Company’s internal control over financial reporting.

/s/ DELOITTE & TOUCHE LLP

Deloitte & Touche LLLP

Columbus, Ohio
March 6, 2007




M/l HOMES, INC. AND SUBSIDIARIES |
CONSOLIDATED STATEMENTS OF INCOME .

Year Ended December 31,

(In thousands, except per share amounts) 2006 2005 2004
Revenue $1,359,293 Sl,347,6l46 $1,174,635
Costs and expenses: '
Land and housing 1,014,519 1,007,523 875,614
Impairment of inventory and investment in unconsolidated LLCs 71,750 ! - -
General and administrative 103,042 80,657 64,954
Selling 93,616 83,931 74,428
Interest 16,247 14,108 8,342
!
Total cests and expenses [ I 1,299,174 1,186,219 1,023,338
|
Income before income taxes l I 60,119 161,427 151,297
!
Provision for income taxes l i 21,244 60,642 59,763
|
Net income | i $ 38,875 $ 100,785 $ 91,534
t
Eamings per common share: i
Basic $ 2,78 5 7.035 5 6.49
Diluted $ 2.74 ) 6.93 $ 6.35
[}
Weighted average shares outstanding: |
Basic ' 13,970 14,302 14,107
Difuted 14,168 14,539 14,407
|
Dividends per common share ’ I 3 0.10 $ 0.10 $ 0.10

See Notes to Consolidated Financial Statements. '
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M/1 HOMES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

{Dollars in thousands, except par values) 2006 2005
ASSETS:

Cash $ 11,516 § 25085
Cash held in escrow 58,975 31,823
Mortgage loans held for sale 58,305 67.416
Inventories 1,184,358 1,076,132
Property and equipment - net 36,258 34,507
Investment in unconsolidated limited liability companies 49,648 49,929
Other asscts 78,019 44,786
TOTAL ASSETS $1,477,079 $1,329.678
LIABILITIES AND SHAREHOILDERS' EQUITY:

LIABILITIES:

Accounts payable $ 81,200 $ 73,705
Accrued compensation 22,777 26817
Customer deposits 19,414 35.581
Other Liabilities 66,533 75.528
Community development district obligations 19,577 9.822
Obligation for consolidated inventory not owned 5,026 4,092
Notes payable banks — homebuilding operations 410,000 260,000
Note payable bank - financial services operations 29,900 46,000
Mortgage notes payable 6,944 7,165
Senior notes — nel of discount of $1,344 and $1.600, respectively, at December 31, 2006 and 2005 198,656 198.400
TOTAL LIABILITIES 860,027 737,110
Commitments and contingencies - -
SHAREHOLDERS’ EQUITY

Preferred shares — $.01 par value; authorized 2,000,000 shares: none outstanding - -
Common shares — $.01 par value, authorized 38,000,000 shares; tssued 17,626,123 shares 176 176
Additional paid-in capital 76,282 72,470
Retained carmings 614,186 576,726
‘Treasury shares — at cost — 3,705,375 and 3,298,858 shares, respectively, at December 31, 2006 and 2003 (73,592) {56,804)
TOTAL SHAREHOLDERS EQUITY 617,052 592,568
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $1,477,079 31,329,678

See Notes to Consolidated Financial Statements.




M/l HOMES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY ,

1
}

Common Shares Additional Total
Shares Paid-In Retained Tre;‘xsury Sharcholders’
(Dollars in thousands, except per share amounts) Outstanding Antount Capital Eamnings Shares Equity
Balance at December 31, 2003 14,231,935 $176 $67,026  $387.250 $(52,043) 5402409
Net income - - - 91,534 [ . 91.534
Dividends to shareholders, $0.10 per common sha.rc - - - (1414) - (1414
Income tax benefit from stock options and deferred !
compensation distributions - - 2,830 - . 2.830
Share repurchases (299.400) - - - (1 1',261) (11,261)
Stock options exercised 139.080 - 284 - 2,359 2,643
Deferral of executive and director compensallon - - 870 - Co- 870
Executive and director deferred compensalmn l '
distributions 114,019 - (1.937) - 1,937 -
Balance at December 31, 2004 14,185,634 $176 $ 69,073 $477,370  3(59.008) 5487611
Net income I - - - 100,783 [ 100,785
Dividends to sharehelders, $0.10 per common shan. - - - (1,429) - (1,429
Income tax benefit from stock options and defefred )
compensation distributions - - 1.750 - v 1.750
Share repurchases (9,800) - - - (392) (392)
Stock options exercised 128,470 - 1,062 - 2,202 3,264
Deferral of executive and director compensatmn - - 979 - ([ 979
Executive and director deferred compensatmn !
distributions 22,961 - (394) - [ 394 -
Balance at December 31, 2005 14,327,265 3176 $72470 $576,726  $(56,8(M) $592,568
Net income [ - - - 38,875 | - 38.875
Dividends to shareholders, $0.10 per common share - - - (1.415) [ (1415)
Income tax benefit from stock options and defefred |
compensation distributions - - 229 - - 229
Share repurchases (463.500) - - - (17.893) (17.893)
Stock options exercised 28,200 . 23 . | 558 641
Stock-based compensation expense - 3.0587 - - 3.057
Deferral of executive and dircctor compensation - - 990 - boo- 990
Executive and director deferred compensation |
distributions 28.783 - (547) - 547 -
Balance at December 31, 2006 i1 13,920,748 5176 576,282  $614,186  $(73,592) $617,052
i
See Notes to Consolidated Financial Statements. I
|
|
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! M/T HOMES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

(In thousands) 2006 2005 2004

OPERATING ACTIVITIES:
Net income 538,875 £100,785 591,534
Adjustments to reconcile net income to net cash used in operating activities:
Inventory valuation adjustments and abandoned land transaction write-ofTs 76326 2,826 -
Impairment of investrment in unconsolidated limited liability companies 2,440 - -
Mortgage loan originations (666,863) (666,684) (695,192)
Proceeds from the sale of mortgage loans 676,418 667,186 693,203
Fair value adjustment of mortgage loans held for sale 4 - -
Loss from property disposals 112 35 212
Depreciation 3,936 2,705 2,448
Amertization of intangibles, debt discount and debt 1ssue costs 2,795 1,793 -
Stock-based compensation expense 3,057 - -
Deferred income tax (benefit) expense (28,216) 357 2,490
Income tax benefit from stock transactions - 1,750 2,830
Excess tax benefits from stock-based payment arrangements (229) - -
Equity in undistributed loss (income) of limited liability companies 62 39) 157
Write-off of unamortized debt discount and financing costs 195 - 380
Change in assets and liabilities, net of effect from acquisition:
Cash held in escrow (27,152) {10,092) (12,156}
Inventories (158.236) (230,905) (159,605)
Other assets (6,030} (2.713) (3.180)
Accounts payable 7,495 - 22,325 4,317
Customer deposits (16,167) 10,964 2,994
Aceried compensation (3,050) 2,095 (172)
Other liabilities (9,336) 4.773 486
Net cash used in operating activities (104,012) (92,639) (77,688)
INVESTING ACTIVITIES:
Purchase of property and equipment (4,806) (3,843) (1,684)
Acquisition, net of cash acquired - (23,185} -
Investment in unconsolidated lunited liability companies (17,041) (41,972} (19,371)
Retumn of investment from unconsolidated limited liability companies 89 4.878 451
Net cash used in investing activities : (21,758) (64,124) (20.604)
FINANCING ACTIVITIES:
Proceeds from (repayments of) bank borrowings — net 133,900 (15,402} 150,000
Principal repayments of mortgage notes payable and community development
district bond obligations (1,357) (542) (29,944
Redemption of senior notes - - (50,000
Proceeds from senior notes — net of discount of $1,774 - 198,226 -
Debt issue costs (1,721) (4,228) (1.924)
Payments on capital lease obligations (183) - -
Dividends paid (1,415 (1,429 (L414)
Proceeds from exercise of stock options 641 3,264 2,643
Excess tax benefits from stock-based payment arrangements 229 - -
Share repurchases (17,893) (392) (11,261)
Net cash provided by financing activities 112,201 179 497 98,100
Net (decrease) increase in cash (13,569) 22,734 (192)
Cash balance at beginning of year 25,085 2,351 2,543
Cash balance at end of year §11,516 $ 25,085 5 2,351
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the year for:
Interest — net of amount capitalized 514,337 $ 8,247 $ 7,664
Income laxes $57.918 $ 51,347 $55,029
NON-CASH TRANSACTIONS DURING THE YEAR:
Community development district infrastructure $10,891 § 2,577 $ 5,057
Consolidated inventory not owned § 934 S (840) $ 1932
Mortgage notes payable and community development district bond ob]:gauons n
connection with land acquisition — net % - $ 1,525 $27.700
Capital lease cbligations $ 753 $ - $ -
Distribution of single-family lots from unconsolidated limited liability companies $16,609 $ 10,297 $ 9622
Deferral of executive and director compensation 5 9% 5 979 3 870
Executive and director deferred stock distributions § 547 5 394 5 1,937
ACQUISITION:
Fair market value of assets acquired, net of cash acquired $ - $42923 b -
Goodwill - 1,361 -
Fair market value of liabilities assumed - (21,299) -
Cash paid $ - $23,185 3 -
See Notes to Consolidated Financial Statements.
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M/IIHOMES, INC. AND SUBSIDIARIES '
NOTES TO GONSOLIDATED FINANCIAL STATEMENTS '

: . [
NOTE 1. Summary of Significant Accnunting Policies i

Business. M/l Homes, Inc. and its submdunes {the “Company” or “wc”) is engaged primarily i 1n the construction
and sale of single-family residential px%'perlv in Columbus and Cincinnati, Ohio; Tampa, Orldndo and West Palm
Beach, Florida: Charlotte and Rdlelgi]‘ North Carolina; Indianapolis, Indiana; Delaware: cmd the Virginia and
Maryland suburbs of Washington, D.CX The Company designs, sells and builds single-family homcs on finished
lots, which it develops or purchases ready for home construction. The Company also purchases undevclopcd land to
develop into finished lots for future comstruction of single-famly homes and, on a linited basns! for salc to others.
Our homebuilding opcrations operate .Eross three geographic regions in the United States. Wlt}un these regions,
our operations have similar economicfcharacteristics; therefore they have been aggregated mlto three reportable
homebuilding segments: Midwest homebuilding, Florida homebuilding and Mid-Atlantic homebuilding.

The Company conducts mortgage findncing activities through its wholly-owned subsidiary, M/I Financial Corp.
(“M/I Financial™), which originates mortgage loans for purchasers of the Company’s homes. The loans and the
servicing rights are sold to outside mortgagc lenders, The Company and M/I Financial also operate wholly- and
majority-owned subsidiaries that prov1de title services to purchasers of the Company’s homes. In addition, the
Company operales a majority-owned Sl.leldldI’V that collects commussions as a broker of pro'per[} and casualty
insurance policies. As a broker, the Company does not retain any risk associated with these insurance policics. Our
morigage banking, title service and insurance activities have similar charactenstics; therefore, they have been
aggregated into one reportable segmentYthe financial services segment. |
Principles of Consolidation. The accompanying consolidated financial statements include Ih'c accounts of M/I
Homes, Inc. and its subsidiaries. ' |

[
Accounting Principles. The accompanying consolidated {inancial statements have been pl’Cpilil'Cd in accordance
with accounting principles gencrally Eécepted in the United States of America ("GAAP™). :All intercompany
transactions have been eliminated. The preparation of financial statements in conformity with GAAP requires
management to make estimates and dssumptlons that affect the reported amounts of assets dnd ligbilities and
disclosure of contingent assets and lla'lg_lhlles at the date of the finuncial statements and the repoﬂed amounts of
revenues and expenses during the reporlmg period. Actual results could differ from those estimates.

|
Cash and Cash Equivalents. All hlgh}y liquid investments purchased with an original maturity of three months or
less are considered to be cash equwdlcnts As of December 31, 2006 and 2005, the majority of cash was held in one
bank.

Cash Held in Escrow. Cash held in escrow represents cash relating to loans closed at ycar-cnll that were not yet
funded to the Company as of Decemberg3 1™ due to timing, and cash that was deposited in an esqr(iw account at the
time of closing on homes to homebuyers,which will be released to the Company when the related work is completed
on each home, which generally occurs within six months of closing on the home. |

Mortgage Loans Held for Sale. Mortgdg:c loans held for sale consists primarily of smgle-fanul} residential loans
collateralized by the underlying property Generally; all of the mortgage loans and related serv1c1ng rights are sold
to third-party investors within two weeks of origination. Refer to the Revenue Recognition pohcv described below
for additional discussion. |

Inventories. We use the specific identification method for the purpose of accumulating costs dsqocmled with land
acquisition and development and home construction. Inventories arc recorded at cost, unless evenls and
circumstances indicate that the carrvingfvatue of the land may be impaired. In addition to the cl:osts of direct land
acquisition, land devclopment and relafed costs (both incurred and estimated to be incurred) and: home construction
costs, inventories include capitalized finterest, real cslale taxes and certain indirect costs mcurred during land
development and home construction.Jf Such costs are charged to cost of sales s1multane0usl\ with revenue
recognition, as discussed below. Whenla home is closed, we typically have not yet paid all 1ncurred COSiS necessary
to complete the home. As homes closeXwe compare the home construction budget to actual reu)rded costs to date to
estimate the additional costs 1o be mcurred from our subcontructors related to the home. We record a liability and a
corresponding charge to cost of sales {or the amount we estimate will ultimately be paid rclated to that home. We
monitor the accuracy of such estimate}by comparing actual costs incurred in subsequent months to the estimate.
Although actual costs to complete in the-future could differ from the estimate, our method has hlstoncally produced

consistently accurate estimales of actuallcosts to complete closed homes. !
[
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We assess inventories for recoverability in accordance with the provisions of Statement of Financial Accounting
Standards (“SFAS™) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” ("SFAS 144™).
SFAS 144 requires that long-lived assets be reviewed for impairment whenever events or changes in local or
national economic conditions indicate that the carrying amount of an asset may not be recoverable. For existing
communmnities and raw land or land under development that management intends to use in homebuilding activities,
the recoverability of assets is measured by comparing the carrying amount of the asset to future undiscounted net
cash flows expected to be generated by the asset based on the sale of 4 home. If these assets are considered to be
impaired, the impairment to be recognized is measured us the amount by which the carrying amount of the assets
exceeds the fair value of the assets. For land that meets the criteria of held for sale, the Company records the land
held for sale at the lower of its carrying value or fair valuc less costs to sell. In accordance with SFAS 144, land
held for sale criteria are as follows: (1) management, having the authority to approve the action, commits to a plan to
sell the asset; (2) the assct is available for immediate sale in its present condition subject only to terms that are usual
and customary for sules of such assets; (3) an active program 1o locate & buyer and other actions required to
complete the plan to sell the asset have been initiated; (4) the sale of the asset is probable, and transfer of the asset is
expecled to qualify for recognition as a completed sale within one year; (5) the asset is being actively marketed for
sale at 4 price that is rcasonable in relation to its current fair value; and (6) actions required lo complete the plan
indicate that it is unlikely that significant changes to the plan will be made or that the plan will be withdrawn. In
performing the impairment evaluation, management uses estimates of the future projected sales price and sales pace
of cach existing or planned community, along with the estimated {and development and home construction costs of
the commnunity. For impairment analyses performed at December 31, 2006, we have assumed in our projections a
gradual improvement in market conditions over the long term. Because of the high degree of judgment involved in
developing these assumptions, it is possible that the Company may determine the land or community is not impaired
in the current period, bul due 10 the passage of time or use of different assumptions, impairment could exist. Refer
to Note 3 for further discussion of our inventory.

Capitalized Interest. The Company capitalizes interest during land development and home construction.
Capitalized interest is charged to cost of sales as the related inventory is delivered to a third party, The summary of
capitalized interest is as follows:

Year Ended December 31,

(In thousands) 2006 20035 2004
Capitalized interest, beginning of year $19,233 $15,289 $14.094
Interest capitalized to inventory 28,957 12,208 6,416
Capitalized interest charged to cost of sales (12,971) (8.26) (5.221)
Capitalized interest, end of year $35,219 $19.233 $15,289
Interest incurred §45,204 526316 514,758

Consolidated Inventory Not Owned, The Company cnters into land option agreements in the ordinary course of
business in order to secure lund for the construction of homes in the future. Pursuant to these land option
agreements, we provide a deposit to the seller as consideration for the nght to purchase land at different times in the
future. usually at predetermined prices. If the entity holding the land under option is a variable intcrest entity, the
Company’s depostit (including letters of credit) represents a variable interest in the entity. and we must use our
judgment to determine if we are the primary beneficiary of the entity. Factors considered in determining whether we
are the primary beneficiary include the amount of the deposil in relation to the fair value of the land, expected timing
of our purchase of the land and assumptions about projected cash flows,

Investment in Unconsolidated Limited Liability Companies. The Company invests in entities that acquire and
develop land for distribution or sale to us in connection with our homebuilding operations. In our judgment, we
have determined that these entities generally do not meet the criteria of variable interest entities because they have
sufficient equity to finance their operations. We must use our judgiment to determine if we have substantive control
over these entities. If we were to determine that we have substantive control over an entity. we would be required to
consolidate the entity. Factors considered in determining whether we have substantive control or exercise
significant influence over an entity include risk and reward sharing, experience and financial condition of the ather
partners, voting rights, involvement in day-to-day capital and operating decisions and continuing involvement. In
the event an entity docs not have sufficient equity to finance its operations, we would be required to use judgment to
determine if we were the primary beneficiary of the variable interest entity. Based on the application of our
accounting policies, these entities are accounted for by the equity method of accounting.

In accordance with Accounting Principles Board (*APB™) Opinion No. 18, “The Equity Method of Investments In
Common Stock,” and Securitics and Exchange Commission (“SEC”) Staff Accounting Bulletin Topic 5.M, “Other

Than Temporary Impairment of Certain Investments In Debt and Equity Securities,” the Company evaluates its
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investment in unconsolidated limited lldbllll\ companies for potential impairment on a commuous basis. If the fair
value of the investment is less than the mveslment carrying value, and the Company has determined that the decline
in value is other than temporary, the Compdny would write down the value of the investinent|[to fair value. The
determination of whether an uweqtmelnt s fair value is less than the carrying value requires management (0 make
certain assumptions regarding the dn‘l()lll'lt and timing of future contributions to the limited liability company, the
timing of distributions or sale of lots I(% the Company from the limited liability company, the pro’Jected fair value of
the lots at the time of each dlslnbullon or sale to the Company and the estimated proceeds from, and timing of, the
sale of land or lots to third parties. In addition 10 the assumptions management must muke to determine if the
investment’s fair value is less than the; carrymg value, management must also use judgment in detenmmng whether
the impairment is other than temporary. [ The factors management considers are: (1) the length of time and the extent
to which the market value has beenfless than cost: (2) the financial condition and near- lerm prospects of the
Company; and (3) the intent and ability 'of the Company to retain its investment in the limited ll.;blllty company for
a period of time sufficient to allow fdr any anticipated recovery in market value. For the impairment evaluation
performed as of December 31, 2006 we have assumed im our projections a gradual improvement in market
condilions over the long term. Because of the high degree of judgment involved in developing ihe assumptions, it is
possible that the Company may dc.term'me the investment is not impaired in the current period, but due to passage of
time or usc of different assumptions, unpcurmcnl could exist. |-

Property and Eguipment. The Compdnv records property and equipment at cost and subscqucntlv deprecmlu the
assets using both straight-line and accelerated methods. Following arc the md_]OI‘ classes of deprecmble assets and

their estimated useful lives: :
December 31.

({In thousunds) 2006 | 2003
Land, building and improvements $11,823 ' 311,823
Office furnishings, leasehold improvements. «.omputer equipment and computer soltwire 16,130 : 11434
Transportution snd construction equipment i 22,532 | 22,520
Propeny and equipment I l 50,485 ! 45,777
Accumulated depreciation (14,227) | {11.270)
Property and ¢quipment. net } $36,258 : $34.507

l : Estimated

. Useful Lives

Building and improvements ' i ! 35 years
Office fumishings. leasehold improvements and computer equipment 3-7 vears
Transportation and construction equipment { } ' 520 vears
Depreciation expense was $3.7 million, $2.7 million and $2.4 million in 2006, 2005 and 2004, respeclively.

Other Assets. Other assets includes cer‘ttﬁcates of deposit of $0.2 million and $0.4 million at December 31, 20006
and 2003, respectively, which have be;::rp) pledged as collateral for mortgage loans sold to third pdrtles and, therefore,
are restricted from general use. 'The cemﬁcates of deposit will be released after a minimum of five years, and when
there is 4 95% loan to value on the rel.ated loans and there have been no late payments by the n'lortgagor in the last
twelve months. Other Asscts also includes intangible assets, goodwill, non-trade receivables, notes receivable,
deposits, prepaid expenses and deferred taxes. .

Other Liabilities. Other liabilitics includes taxes payable, accrued sclf-insurance costs, accruecll warranty expenscs
and various other miscellancous accrued expenscs. |

Guaranrecﬁ and Indemnities. Guaranlec and indemnity liabilities are established by charging thEe applicable income
statement or balance sheet line, dependmg on the nature of the guarantcc or indemnity, and crediting a liability. M/I
Financial provides a limited-life guaramee on loans sold to certain third parties, and estimates its actual liability
related to the guarantee. and any mdemmtles subsequently provided to the purchaser of the I:oans in licu of loan
repurchase, based on historical loss etpenence Actual future costs associated with loans guamnteed or indemnified
could differ materially from our cirent estimated amounts, The Company has also provnded certain other
guarantees and indemnifications in LOll'lIlCCllOIl with the purchase and development of lund, meludmg environmental
indemnifications, guarantees of the complenon of land development, a loan maintenance and limited payvment
guaranty and minimum net worth gudrantees of certain subsidiaries. The Company estimates these liabilities based
on the estimated cost of insurance coverage or estimated cost of acquiring a bond in the amount of the exposure.
Actual future costs associated with these guaraniecs and indemnifications could differ materially from our current
estimated amounts.

Segment Information. Our reporlablelbu‘;mcss scgments consist of Midwest homebuilding, Florida homebuilding,
Mid-Atlantic homebuilding and financial services. Our homebuilding operations derive a majority of their revenue
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from constructing single-family homes in nine markets in the United States. Our operations in the nine markets each
individually represent an operating segment in accordance with SFAS No. 131, “Disclosure about Segments of an
Enterprise and Related Information” (“SFAS 1317). Prior to the fourth quarter of 2006, the Company’s
homebuilding operations were aggregated into a single reportable hiomebuilding segment due to the manner in which
the operations were managed and similar economic characteristics. Dunng the fourth quarter of 2006, the
Company’s chief operating decision makers made a decision to change how the homebuilding operations were
managed and completed the implementation of a regional management structure. Due to similar economic
charactenstics within the homebuilding operations. the Company has aggregated the operating segments into three
regions that represent the reportable homebuilding segments. The finuncial services segment gencrates revenue by
originating and selling mortgages and by collecting fees for title and insurance services. Segment information
incloded herein is presented in accordance with SFAS 131, As required by SFAS 131, 2005 and 2004 segment
information has been restated to be consistent with the 2000 reportable segments.

Revenue Recognition, - Revenue from the sale of a home is recognized when the closing has occurred, title has
passed and an adequate initial and continuing investment by the homebuyer is received, in accordance with
Statement of Financial Accounting Standard (“SFAS™) No. 66, “Accounting for Sales of Real Estate™ (“SFAS 667),
or when the loan has been sold to a third party investor. Revenue for homes that close to the buyer having a deposit
of 5% or greater, home closings financed by third parties, and all home closings insured under FHA or VA
government-insured programs are recorded in the financial statements on the date of closing. Revenue related to all
other home closings initially funded by M/I Financial is recorded on the date that M/I Financial sells the loan to a
third party investor, because the receivable from the third party investor 1s not subject to fulure subordination and
the Company has transferred to this investor the usual nisks and rewards of ownership that is in substance a sale and
does not have a substantial continuing involvement with the home, in accordance with SFAS No. 140, *Accounting
for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities” ("SFAS 1407}, All associated
homebuilding costs are charged to cost of sales in the period when the revenues from home closings are recognized.
Homebuilding costs inclide land and land development costs, home construction costs (including an estimate of the
costs to complete construction), previously capitalized intercst, real estate taxes and indirect costs, and estimated
warranty costs. All other costs are expensed as incurred. Sales incentives, including pricing discounts and financing
costs paid by the Company, are recorded as a reduction of Revenue in the Company’s Consolidated Statement of
Income. Sales incentives in the form of options or upgrades are recorded in homebuilding costs in accordance with
Emerging lssues Tusk Force No. 01-09, “Accounting for Consideration Given by a Vendor to a Customer (Including
a Reseller of a Vendor’s Products).”

We recognize the majority of the revenue associated with our mortgage loan operations when the mortgage louans
and related servicing rights are sold to third party investors. We defer the application and origination fees, net of
costs, and recognize them as revenue, along with the assoctated gains or losses on the sale of the loans and related
servicing rights, when the loans are sold to third party investors in accordance with SFAS No. 91, “Accounting for
Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans.” The revenue recognized is
reduced by the fair value of the related guarantee provided to the investor. The gnarantee fair value is recognized in
revenue when the Company is released from its obligation under the guarantce. Generally, all of the financial
services mortgage louns and related servicing rights are sold to third party investors within two weeks of origination.
We recognize financial services revenue associated with our title operations as homes are closed, closing scrvices
are rendered and title policies are issued, all of which generally occur simultaneously as each home is closed. All of
the underwriting risk associated with title insurance policies is transferred to third party msurers.

Warranty, Warranty accruals are established by charging cost of sales and crediling a warranty accrual for each
home closed. The amounts charged are estimated by management to be adequate to cover expected warranty-related
costs for materials and outside labor required under the Company’s warranty programs. Accruals for warranties
under our two-vear limited warranty program and our 20-vear (for homes closed prior to 1998) and 30-year (for
homes closed during or after 1998) structural warranty program are established s a percentage of average sules
price and on a per unit basis, respectively, and are based upon historical experience by geographic area and recent
trends. Factors that are given consideration in determining the accruals include: (1) the historical range of amounts
patd per average sales price on 4 home; (2) type and mix of amenity. packages added to the home; (3) any warranty
expenditures included in the above not considered to be normal and recurring; (4) timing of pavments; (5)
improvements in quality of construction expected to impuct future warranty expenditures; (6) actuarial estimates
prepared by an independent third party, which considers both Company and industry data; and (7) condittons that
may affect certuin projects and require a different percentage of average sales price for those specific projecis.

Changes in estimates for pre-existing warranties occur due to changes in the historical payment experience, and are
also due to differences between the actual payment pattern experienced during the period and the historical pavment
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pattern used in our evaluation of the warranty accrual balance at the end of cach quarter. Actial future warranty
costs could differ materially {rom our current estimated amount. : l

[

Self-insurance. Self-insurance accruals arc made for estimated liabilities associated with employee health care,
Ohio workers’ compensation and genq'r.ijl liability insurunce. Our self-insurance limit for employee health care is
$250.000 per claim per year for fiscal 2006, with stop loss insurance covering amounts in exces-:: of $250,000 up to
$1.750,000 per claim per year. Our sclf-insurance limit for workers’ compensation is $400,000 per claim with stop
loss insurance covering all amounts i_nI excess of this limit. The accruals related to employee health care and
workers” compensation are based on I1'is:lorical experience and open cases. Our general liability: claims are insured
by a third party; the Company generally has o $7.5 million deductible per occurrence and $18.25 million in the
aggregate, with lower deductibles for ¢értain types of claims. The Company records a gencral liability accrual for
claims falling below the Company’s déductible. The general liability accrual estimate is based on an actuarial
evaluation of our past history of clainﬁs‘and other industry specific factors. The Company has recorded expenses
totaling $7.0 million, $6.4 miliion an'd[$4.9 million, respectively, for all self-insured and gene}:ral liability claims
during the vears ended December 3],'2006, 2005 and 2004. Because of the high degree of judgment required in
determining these estimated accrual amounts, actual future costs could differ from our current est,imated amounts.
Amortization of Debt Issuance Costs! The costs incurred in connection with the issuance' of debt are being
amortized over the terms of the related :dcbl. Unamortized deb issuance costs of $5.4 million and $5.1 million are
included in Other Asscts at December 31, 2006 and 2003, respectively.

Advertising and Research and Develfpmem. The Company expenses advertising and researc:h and development

costs as incurred. The Company cxpcln;scd $14.0 million, $10.1 million and $10.1 million in 2006, 2005 and 2004,

respectively, for advertising and expensed $3.7 million, $3.5 million and $2.5 million in 2006, 2005 and 2004,
|

. it
respectively, for research and development.

Derivative Financial Instruments. To meet financing needs of our home-buying customers. M,;’I Financial is party
to interest ratc lock commitments (“IRLCs™), which are extended to customers who have applied for a morigage
loan and meet certain defined credit and underwriting criteria. These IRLCs are considered derivative financial
instruments under SFAS No. 133, "A{:c%ouming for Derivative Instruments and Hedging Activilies” (“SFAS 1337).
M/I Financial manages interest rate nsk related to its [RLCs and mortgage loans held for sale through the use of
forward sales of mortgage-backed secuitics (“FMBSs™). use of best-efforts whole loan deliveriv commitments and
the occasional purchase of options -051 FMBSs in accordance with Company policy. These FMBSs. options on
FMBSs and IRLCs covered by FMBSs arc considered non-designated derivatives and, in accordance with SFAS
133 and related Denvatives Implcmct{tz:uion Group conclusions, arc accounted for at fair value :with gains or losses
recorded in current carnings. Certain'lRLCs and mortgage loans held for sale are committed to third party investors
through the use of best-ciforts whole [0an delivery commitments. In accordance with SFAS 133, the IRLCs and
related best-cfforts whole loan dclivcf'y commitments, which generally are highly effective|from an cconomic
standpoint, are considered non-dcsig'nﬁlcd derivatives and are accounted for at fair value with gains or losses
recorded in financial services rcvcnuic.I Under the terms of these best-efforts whole loan delivery commitments
covering mortgage loans held for sale, the specific committed mortgage loans held for salé are identified and
matched to specific delivery commitments on a loan-by-loan basis. The delivery commitments are designated as fair

vakue hedges of the morigage loans Beld for sale, und both the delivery commitments and loa:ns held for sale are

recorded at fair value, with changes in fair value recorded in financial services revenue. !
i
Earnings Per Share. In accordance with SFAS No. 128, “Earnings Per Share,” basic earnings (loss) per share for
the three and twelve months ended December 31, 2006 and 2005 is computed based on the weighted average
. . 1K . . . . |
common shares outstanding during each period. Diluted eamnings (loss) per share is computed based on the
weighted average common shares ulorllg with the stock options, equity units and stock units as more fully describe in
Note 2 (collectively “minority interests” herein) deemed outstanding during the period, plus the weighted average
commen shares that would be outstanding assuming the conversion of minority interests, excluding the impact of
conversions if they are anti-dilutive! The number of anti-dilutive options that require exclusion from the
computation of earnings per share ia:, lsumn'lz:ri:':c:d in the table below. There are no adjustments to net income
necessary in the calculation of basic or diluted camings per share.
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‘Three Months Ended Twelve Months Ended

December 31, December 31, December 31, December 31,

(In thousands, except per share amounts) 2006 .+ 2003 2006 2005
Basic weighted average shares outstanding 13,906 14333 13,970 14.302
Effect of dilutive securities:

Stock option awards - 85 71 119

Deferred compensation awards - 120 127 {18
Diluted average shares outsianding 13,906 14,538 14,168 14,539
Net income (foss) 5(10,969) S41.315 $38,875 $100,785
Earnings (loss) per share

Basic 8 (079 $ 288 5 278 S 705

Diluted 5 (0.7% $ 284 $ 274 $ 693
Anti-dilutive options not included in the

calculation of diluted camings per share 880 485 979 247

Profit Sharing. The Company has a deferred profit-sharing plan that covers substantially all Company employees
and permits members to make contributions to the plan on a pre-tax salary basis in accordance with the provisions of
Section 401(k) of the internal Revenue Code of 1986, as amended. Company contributions to the plan are made at
the discretion of the Company’s Board of Directors and totaled $1.9 million, $2.7 million and $2.3 million for 2006,
2005 and 2004, respectively.

Deferred Compensation Plans. Effective November 1, 1998, the Company adopted the Executives’ Deferred
Compensation Plan (the “Executive Plan™), a non-qualified deferred compensation plan. The purpose of the
Executive Plan is to provide an opportunity for certain eligible employees of the Company to defer a portion of their
compensation to invest in the Company’s common shares. In 1997, the Company adopted the Director Deferred
Compensation Plan (the “Director Plan™) to provide its directors with an opportunity to defer their director
compensation and to invest in the Company’s common shares. Further information relating to the Executive Plan
and Director Plan are included in Note 2.

Stock-Based Compensation. On Janvary 1, 2006, the Company adopted the provisions of SFAS No. 123(R), “Share
Based Payment™ (“SFAS 123(RY"), which requires that companies measure and recognize compensalion eXpense at an
amount equat to the fair value of share-based payments granted under compensation arrangements. We calculate the
fair value of stock options using the Black-Scholes option pricing model. Determining the fair value of share-based
awards at the grant date requires judgment in developing assumptions, which involve a number of variables. These
variables include, but are not limited to, the expected stock price volatility over the term of the awards, the expected
dividend yield and the expected term of the option. In addition, we also use judgment in estimating the number of
share-based awards that are expected to be forfeited. Prior to January 1, 2006, we accounted for stock option grants
using the intrinsic value method in accordance with APB Opmien No. 25, “Accounting for Stock Issued to
Employees,” and recognized no compensation expense for stock option grants since all options granted had an exercise
price equal to the market value of the underlying common shares on the date of grant. Further information relating to
stock-based compensation is included in Note 2.

Reclassifications.  Certain amounts in the 2005 and 2004 Consolidated Statements of Cash Flows have been
reclassified to conform to the 2006 presentation. The Company believes these reclassifications are immaterial to the
Consolidated Financial Statements.

Income Taxes. Income taxes are calculated in accordance with SFAS No. 109, “Accounting for Income Taxes,”
which requires the use of the asset and liability method. Deferred tax assets and liabilities are recognized based on
the difference between the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases. Deferred tax assets and habilities are measured using current enacted tax rates in effect in the yvears in
which those temporary differences are expectled to reverse. Inherent in the measurement of deferred balances are
certain judgments and interprelations of enacted tax law and published guidance with respect to applicability to the
Company’s operations. No valuation allowance has been provided for deferred tax assets because managemenl
believes the full amount of the net deferred tax asset will be realized in the future.

Impact of New Acwunting Standards. In February 2006, the Financial Accounting Standards Board (“FASB”)
issued SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments” (“"SFAS 1557), which amends SFAS
No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133™), and SFAS 140. SFAS
155 improves financial reporting by eliminating the exemption from applving SFAS 133 to interests in securitized
financial assets so that similar instruments are accounted for similarly regardless of the form of the instrument.
SFAS 155 also improves financial reporting by allowing an entity to elect fair value measurement at acquisition, at
issuance, or when -a previously recognized financial instrument is subject 10 a remeasurement event, on an
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instrument-by-instrument basis, in cascs in which a derivative would otherwise be bifurcated. Upon the adoption of
SFAS 155, any difference between the total carrying amount of the individual components of any existing hybrid
financial instrument and the fair \’dlUCE of the combined hybrid financial instrument should be recognized as a
cumulative-effect adjustment to begmmng retained earnings. SFAS 1535 is cffective January l' 2007 for calendar
year-end companies, with earlier : adopll(')n permitted. The Company has determined the dd(‘lpthIl of SFAS 155 will
not have a significant impact on the Conllpcmy s consolidated financial condition, results of opera}lons or cuash flows.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Aqqels” (“SFAS 1567),
which also amends SFAS 140. SFAS: 136 requires an entity lo recognize a servicing asset or semcmg liability each
time the entity cnfers info a scrvicing: dontruct for financial assets that it has sold, or when the entity acquires or
assumes an obligation 1o service a Imimc.ml asset, when the related financial asset is not also recorded on the
consolidated financial statements of the servicer entity. Under SFAS 156, servicing assets and liabilities must be
initially recogmzed at fair value, w1lh subscquenl measurement using either the amortization melhod or fair value
method as prescnbed in SFAS 156. SFAS 156 is effective January 1, 2007 for calendar \Ldr—end companies, with
earlier adoption permitted. The Compdn) has determined the adoption of SFAS 156 will not have a significant
impact on the Company’s consolidated financial condition, results of operations or cash flows.

In June 2006, the FASB issued I*ASB Interpretation No. 48, “Accounting for Uncertainty in Inwme Taxes — An
Interpretation of FASB Statement No 109" (“FIN 487). FIN 48 requires that an enterprise perlorm a two-step
process, and provides guidunce on complclmg the two-step process, in evaluating whether or not'its tax position is in
accordance with SFAS No. 109, ° Auuountmg7 for Income Taxes.” The enterprise must first deté:mune whether 1t is
more likely than not that its current tak | position will be sustained upon examination. If this posmon is confirmed by
the enterprise, then the tax position needs to be meusured to determine the amount of benefit to recognize in the
financial statements. The enterprise’ s: tax position is measured at the largest amount of benefit thdl has greater than
50% likelihood of being realized upo1 selllt.mcnt FIN 48 is effective for {iscal years begmmng after December 15.
2006. We have not completed our cvatuation of the impact of this interpretation, but do not expect it 10 have a
material impact on our financial stalements.

In September 2006, the FASB issued SFAS No. 137, “Fair Value Mcasurements™ (*SFAS 157 ) SFAS 157 defines
fuir value by clarifying the c‘(chcmg.! fmce notion presented in earlier definitions and providing a framework for
measuring fair value. SFAS 157 dl§0|€‘(pdnd'§ disclosures about fair value measurements. SFAS 157 is effective for
financial statements issued for ﬁscal‘ )[;edrs beginning after November 15, 2007 and interim penodq within those
vears. The Company is in the process of dc.lcnmmng the impact, if any, the adoption of SFAS!157 will have on its
financial statements. I

In September 2006, the SEC issued Sldff Accounting Bulletin (“SAB™) 108, “Considenng the Effccts of Prior Year
Misstatements when Quantifying Mlsstdluncnls in Current Year Financial Statements™ (“SAB 1087). SAB 108
eliminates the diversity in the prdcllce of quantifying an identificd misstatement. SAB 108 1ntr0duces the “dual
approach,” which requires qunlthdthl'l of errors under both the iron-curtain and the roll-over methods of
quantifying misstatements. The Cumpdny adopted SAB 108 during the fourth quarter of 2006 The Company
belicves that the adoption of SAB 108 did not have 1 material impact on its financial statements,

In February 2007, the FASB issucd! SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities™ (“SFAS 1597). SFAS 159 allows companies to measure many financial instruments and certain other
items at fair value that are not LU.ITCHIIS’ required to be measured at fair value. SFAS 159 ulso provides presentation
and disclosurc requirements that wnll enable users to compare similar types of assets and lisbilities of different
entilies that have different mcasuremcnt attributes. This statement is effective as of the bt.g,mmlng of an entity’s first
fiscal year that begins atfter Nov;mblcr 15, 2007. Early adoption is permitted, provided that the entity also adopts
SFAS 157 early. The Company is in the process of determining the impact the adoption of SFAS 159 will have on
its financial statements. i

NOTE 2. Stock-Based Compensation '

On January 1, 2006, the (_Oll'lpdll} adopted the provisions of SFAS [23R, “Share-Based Payment” ("SFAS
123(RY), w hich requires that compdmes measure and recognize compensation expense at an amount equal to the
fair value of sharc-based paymcnlq grdnt&.d under compensation arrangements.  Prior to Jdnudn 1, 2006, the
Company accounted for its stock-based compensation plans undc.r the recognition and measurement pnnmples of
APB Opinion 25, ~Accounting forlStock [ssued to Emplovees,” and related mlerprcl‘llmns and recognized no
compensation expense for stock opuon grants since all options granted had an exercise price equal to the market
value of the undertying common stock on the date of grant. The Company applied the provisions of FASB Staff
Position FAS 123(R), “Transition Llectmn Related to Accounting for the Tax Effect of Shdre-Bdscd Payment
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Arrungements” 1o compute the beginning amount available for use in oﬂ'semng, future tax deficiencies reldlmg to
stock-based compensation,

The Company adopted SFAS 123(R) using the “modified prospective™ method, which results in no restatement of
pror period amounts.  Under this method, the provisions of SFAS 123(R) apply to all awards grunted or modified
afier the date of adoption. In addition, compensation expense must be recognized for any unvested stock option
awards outstanding as of the datc of adoption on a straight-line basis over the remaining vesting period.  The
Company calculates the fuir value of options using a Black-Scholes option pricing model.  "The Company’s
compensation expense related to equity based awards was $3.1 million ($1.9 million after tax and $0.13 per diluted
share) for the vear ended December 31, 2006. SFAS 123(R) also requires the benefits of tax deductions in excess of
recognized compensation expensc to be reported in the Statcment of Cuash Flows as a {inancing cash inflow rather
than an operating cash inflow, For the year ended December 31, 2006, the Company’s excess tax benefits from
stock-based payment arrangements were $0.2 million.

Stock Incentive Plan

As of December 31, 2006, the Company has a stock incentive plan (the 1993 Stock Incentive Plan as Amended, or
the “Stock Incentive Plun™) approved by the Company’s shareholders, that includes stock options, restricted stock
and stock appreciation programs, under which the maximum number of common shares that may be granted under
the plan in cach calendar vear shall be 5% of the total issued and outstanding common shares as of the first day of
euch such vear the plan is in effect. As of December 31, 2006, no awards have been granted under the restricted
stock and stock appreciation programs. Stock options are granted at the market price of the Company’s cominon
shares at the close of business on the date of grant. Options awarded vest 20% annually over five years and expire
after ten years, with vesting accelerated upon the employee’s death or disability or upon a change of contrel of the
Company. Shares issued upon oplion exercise are from treasury shares,

Following is a summary of stock option activity for the year ended December 31, 2006, relating to the stock options
awarded under the Stock Incentive Plan.

Weighted
Average
Weighted Remaining
Average Contractul Aggregate
Exercise Term Intrinsic Value ()
Shares Price .(Years) {In thousands)
Options outstanding at Pecember 31, 2005 780,900 $41.09
Granted 369,000 41.41
Exercised (28.200) 22.73
Forfeited (267.300) 44.58
Options outstanding at December 31, 2006 854,400 $40.74 7.44 53,373
Options vested or expecied to vest at December 31, 2006 814,403 $40.52 7.39 $3,366
Options exercisable at December 31, 2006 448,650 $36.77 6.59 $3,120

() Inmtninsic value is defined as the amount by which the fair value of the underlying commen shares exceeds the exercise price of the option.

The apgregate intrinsic value of options exercised during the vears ended December 31, 2006, 2005 and 2004 was
approximately $0.4 million, $3.8 million and $3.4 million, respectively.

The fair value of options granted during the years ended December 31, 2006, 2005 and 2004 was established at the date
of grant using a Black-Scholes pricing model with the weighted average assumptions as follows:

Yeur Ended December 31,
2006 2005 2004
Expected dividend vield 0.20% 0.23% 0.26%
Risk-free interest rale 4.35% 377 2.79%
Expected volatility 34.8% 29.2% 32.5%
Expected term (in vears) 6.5 6 6
Weighted average grant date Liir value of options granted during the period - $17.71 $19.38 $16.62

The risk-free interest rate was based upon the U.S. Treasury constant matunity rate at the date of the grant. Expected
volatility was determined based on historical volatility of the Company’s common shares over the expected term of
the option. For stock options granted in 2006, the Company has elected to apply the simplified method for “plain
vanifla™ options to determine the expected term, as provided by SEC Staff Accounting Bulletin No. 107, “Share-
Based Payments.”
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Total compensation expense that has been charged against income relating 1o the Stock Incentive Plan was $2.7
million for the vear ended Decembet 31, 2006. The total income tax benefit recognized in the Condensed
Consolidated Statement of Income f-:gr this plan was $1.0 million for the yvear ended December 31, 2006, As of
December 31, 2006, there was a total lof $7.3 million of unrecognized compensation expense related to unvested
stock option awards that will be n:colgmzed as compensalion expense as the awards vest over:d weighted average
period of 2.1 vears.
|

The following table sets forth the effect on net income and carnings per share as if SFAS lZ?(R) had been applied to

the years ended December 31, 2005 and 2004:
|

Year Ended December 31.

(In thousands, except per share amounts) 2005 | 2004
Net income. as reported $100.785! $91.534
Less: lotal stock-based emplovee compensation expense detenmined under a fair value bused method !
for alf awards. net of related income tax effiect 1.877 721
Pro form: net income tH $ 98.908 $90.813
Eamings per share: '
Basic - as reported § 7.05 $ 649
Basic - pro forma $ 692 5 6.44
Diluted - as reported $ 693 $ 633
Diluted - pro forma $ 6.80 $ 630

(|

|
In February 2007, the Company Erdnled the following equity awards under the Stock Incentive Plan: (1) 214,750
stock options that vest 20% dmllld") 0\ cr five vears: (2) 184,261 stock options that vest 20% annually over five
vears and 68,569 restricled common shdres that vest 33 1/3% over three vears. with the number of equity awards
that will ultimately vest being based upon certain 2007 performance conditions; and (3) 532, 379 stock options that
vest 33 1/3% over three years. The dbOVC cquity awards were granted at a price of $33.86, whu.h represents the
closing price of the Company’s common shares on the date of the grant. '

1

Director Eguity Plan
|
On April 27, 2006, the Company’s shdreholdt,rs approved the 2006 Dircctor Equity Incentive Plan (the “Dircetor
Equity Plan™). The Director l:qum [Pldn includes stock options, restricted stock, stock umts and whole share
programs. The maximum number of common shares that may be granted under the plan 1s|200 000. In Aungust
2006, the Company awarded 11,004, slm.l\ units under the Director Equity Plan. One stock unit 1s the equivalent of
one common share. Stock units andjthe related dividends will be converted to common shdres! upon termination of
service as a director. The stock units granted under the Director Equity Plan vest mum.dmlel\ thercfore,
compensation expense relating to the :stocl\ units issued in August 2006 was recognized entlrflzlv on the grant date.
The amount of expense per stock uml was equal 1o the $32.31 closing price of the Company’s common shares on the
date of g Emnl resulting in expensc loldlmg $0.4 million for the year ended December 31, 2006, |

Deferred Compensation Plans

As of December 31, 2006, the Company also has an Exccutive Plan and a Director Plan (together the “Plans™),

which provide 4n opportunity for the Companv s directors and certain eligible employees of the Company to defer a
portion of their cash compensation to mvest in the Company’s common shares. Compensation >e\cpn,nse deferred into
the Plans totaled $1.0 million for each'of the vears ended December 31, 2006 and 2003, and $0 9 million for the vear
ended December 31, 2004, The pumE)n of cash compensation deferred by employces and dlreclors under the Plans
1s invested in fully- -vested equity unus in the Plans. One equity unit is the equivalent of one common share. Equity
units and the related dividends will be converted and distributed to the cmiployee or director in the form of common
shares at the earlier of his or her cleétéd distribution date or (ermination of service as an emplovcc or director of the
Company. Distributions from the Pla‘ns totaled $0.5 million, $0.4 million and $1.9 million, respcc.lwc.lv during the
years ended December 31, 2006, 2003 and 2004, As of December 31, 2006, there were a lotal of 115,988 cquity
units outstanding under the Plans. The aggregate {uir market value of these units at December 31, 2006, based on
the closing price of the underlying L.:o}mmon shares, was approximately $4.4 miilion. and the dSSOLIled deferred tax
benefit the Company would recognize if the outstanding units were distributed was $1.3 rmlllon as of December 31,

2006. Common shares are issued from treasury shares upon distnibution of defcrred c.ompensalmn from the Plans.
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NOTE 3. Inventory

A summary of the Company’s inventory as of December 31, 2006 and 20035 is as follows:

December 31, December 31,
(In thousands) 2006 2005
Single-family lots, land and land development costs § 782,621 S 754530
Eand held for sule 21,803 -
Homes under constrction . 347,126 294,363
Maodel homes and furnishings - at cost (less accumulated depreciation: December 31, 2006 - $281;

December 31, 2005 - $211) 5,522 1435
Community development district infrustructure (Note 10) . 18,525 7.634
Land purchase deposits 3,735 14.058
Consolidated inventory not owned (Not 11) 5,026 4,062
Total inventory 51,184,358 $1.076.132

Single-family lots, lund and land development costs include raw land that the Company has purchased to develop
into lots, costs incurred to develop the raw land into lots and lots for which development has been completed bui
have not vet been used to start construction of 4 home. During the yeur ended December 31, 2006, the Company
recorded an impairment charge totaling $62.9 million relating to land and lots in a total of 47 communities, which
the Company currently intends to usc in its homebuilding activities. The breakdown of the impairment charge by
segment is as follows: $17.3 million in the Midwest region, $6.9 mitlion in the Flonda region and $38.5 million in
the Mid-Atlantic region. The Company determined these communities were impaired because the current carrving
values exceeded the Compuny’s estimates of future undiscounted cash flows, and therefore the carrving values
would not be recoveruble. In performing the impairment evaluation, management uses estimates of the future
projected sales price and sales pace ol each existing or planned community, along with the estimated land
development and home construction costs of the commumty and a nsk-adjusted interest rate to discount future cash
flows. We have used a discount rate ranging from 12-13% in our impairment analyses as of December 31, 2006.

Land held for sate includes land that meets all of the six criteria defined in the Inventory policy described in Note 1.
In accordance with SFAS 144, the Company records land held for sale at the lower of its carrying value or lair value
less costs 1o sell. During the vear ended December 31, 2006, onc parcel of tand in the Company’s Midwest region
with a then carrying value of $10.4 million was written down to [air value, resulting in an impairment charge of $1.9
million; this property was sold to a third party during the fourth quarter of 2006. Durng the fourth quarter of 2006,
the Company reclassified $7.5 mllion of land. from land held for sale to single-family lots, land and land
development costs, because the cnitenia for classification as land held for sale were no longer met,

Homes under construction include homes that are finished and ready for delivery and homes in various stages of
constiuction. During the vear ended December 31. 2006, the Company recorded an impainnent charge totaling $4.5
million relating to homes under construction in a total of 31 communities. The breakdown of the impairment charge
by segment is as follows: $1.4 million in the Midwest region, $0.4 million in the Florida region and $2.7 million in
the Mid-Atlantic region. The Compuny determined these homes were impaired because the current carrving values
exceeded the Company’s estimates of future undiscounted cash flows, and therefore the carrving values would not
be recoverable.

Model homes and furnishings inclnde homes that are under construction or have been completed and are being used
as sales models. The amount also includes the nct book valuce of fumishings included in our model homes.
Depreciation on model home furnishings is recorded using an accelerated method over the estimated uselul life of
the assets, typically three vears.

Liand purchase deposits include both refundable and non-refundable amounts paid to third party sellers relating to
the purchase of tand.  On an ongoing basis, the Company evaluates the land option agreements relating to the land
purchase deposits, [n the period during which the Compuny makes the decision not to proceed with the purchase of
land under an agreement, the Company writes off any deposits relating 1o such contracts. For the year ended
December 31, 2006, the Company wrote-off $7.0 million related to abandoned land projects.

NOTE 4. Goodwill and Intangible Assets

The Company has recorded within Other Assets goodwill totaling $1.6 million at both December 31, 2006 and 2003,
and intangible assets totaling $4.2 million (net of accumulated amortization of $2.0 million) and $5.5 million (net of
accurulated amortization of $0.7 million). respectively, at December 31, 2006 and 2005. The goodwill and
intangible ussets relate to the Company’s acquisition of Shamrock Homes in July 2005, The intangible assets
consist of the Shamrock name, being amortized over five vears. and house plans, being amortized over two vears.
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Amortization expense associated with the above intangible assets totaled $1.3 miltion and $0.7 million. respectively,
for the years ended December 31, 2006 and 2005 and is expected to be $1.2 million during each of the years 2007,
2008 and 2009 and $0.6 million dunng 2010. The Company evaluates the goodwill and mtdnglblc assets for
impairment in accordance with SFAS!No. 142, “Goodwill and Other Intangible Assets”. As of'December 31, 2006,
there has been no impairment recordedf

|
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NOTE 5. Transactions with Related|Parties :
Dunng 2005 and 2004, the Company, sold land for approximatety $6.4 million and $0.6 mllllOlI respectively. 1o an
entity owned by a related party of ong of the Company’s executive officers. These tnmq‘lc.tlons were rutified by the
independent members of the Board 'of Directors. In addition, during 2005 the Compuany pdl(.l $0.4 million to a
related party for the assignment of a iand purchase agreenient to the Company.

The Company made payments in thejnormal course of business totaling $4.5 million, $3.8 million and $3.8 million
during 2006, 2005 and 2004, rcspechw.l\ to certain construction subcontractors and vendors who are rclated
parties, for work performed in constructlon ol certain of our homes. The Company also lCdde model homes,
community sales offices and an ddmllllsll"dtl\’(.. office from various related parties, and madc pavments tolaling
approximately $0.3 million, $0.4 rmlllon and $0.8 million during 2006, 2005 and 2004 for the use of the homes as
sales models and the usc of the c.ommumlv sales and administrative offices in our operations. |
The Company made contributions tot‘llmg $0.5 million, $0.8 million and $2.0 million during 2006 2005 and 2004,
respectively, to the M/l Homes Foundation, a charitable organization having certain officers and directors of the
Company on its Board of Trustees. i
As of December 31, 2006 and 2005 the Company had receivables totuling $0.7 lmlllon and $1.0 million,
respectively, due from executive ofﬁccm relating 1o amounts owed to the Company for qphl-dolldr life insurance
policy premiums. The Company w 1ll collecl the receivable either directly from the exccutive officer, if employment
terminates other than by death, or from the exccutive officer’s beneficiary, if emplovment terminates due to death of
the exceutive officer. The reccivablésare recorded in Other Asscts on the Consolidated Balanclc Sheets.
NOTE 6. Investment in Unconsolidated Limited Liability Companies '

Unconsolidated Limited Liability Companies - Homebuilding

At December 31, 2006, the Company had interests ranging from 33% to 50% in Iimjlcd liability companies
{“LLCs™) that do not meet the Lnten{aFol variable intercst entitics because cach of the entities had sufficient equity at
risk to permit the entity to finance 115 activitics without additional subordinated support from the equity investors,

and three of these LLCs have outSIde ﬁndncmg that is not guarantced by the Company. These LLL.Cs engage in land
acquisition and development dLllVltleS for the purpose of selling or distributing (in the form of a capital distribution)
developed lots to the Company and 11;5 pariners in the entity. In certain of these LLCs, the Comp.m r and its pariner
in the entity have provided the lenders with environmental indemnifications and guarantees|of the completion of
land development, a loan maintenance and limited pavment guaranty and guaraniees of minimum net worth levels of
certuin of the Company’s submdmnes:as more fully described in Note 7 below. The COlllpdllV|S maximuin exposure
related to its investment in these eftities as of December 31, 2006 is the amount invested of $49.6 milhion plus
letters of credit of $1.9 million dfld the possible future obll;,duon of $21.1 million undcir the guarantees and
indemnifications discussed in Note 7 below. Included in the Company’s investment in 1.L.Cs 41 December 31, 2006
and 2005 are $1.3 million and $0.8 }11'1"101]_ respectively, of capitalized interest and other costs The Company does
not have a conlrollmgJ interest in l}1le§c LLCs: therefore, they arc recorded using the cquity :m.lhod of accounting.

The Company received dlslnbul:ons totaling $16.6 million, $10.3 million and $9.6 million injdeveloped lots at cost
in 2006, 20035 and 2004, rcspt.ull\’cly I

In accordance with APB Opinion lNo 18 und SEC SAB Topic 3 M, the Company evaluates its investment in
unconsolidated LLCs for potcnlidl] 1mp41rrmn1 If the fair value of the investment is less than the investment
carrying value, and the Company delcrmmcs the declinc in value was other than temporary, the Company would
write down the investment to fair \’dlll(.. During the vear ended December 31, 2006, the Compdnv recorded $2 4
million of impairment of its mves}mcnt in unconsolidated LLCs. The impairment charg.s related to three
unconsolidated ILLCs in the Comp;m) s Midwest region and one unconsolidated LLC in the Company’s Florida
region.




~ Summarized condensed combined financial information for the LLCs that are included in the homebuilding
scgments as of December 31, 2006 and 2005 and {or each of the three years in the period ended December 31, 2006
is as follows:

December 31,

{In theusands) 2006 2005
Assets:
Single-family lots. land and land development costs $159,181 $1335.661
Other asscls 3,199 1.489
Total assets $162,380 S137.150
Liabilities and partners” equity:
Liabilities:
Notes payable $ 62,441 $ 36,7806
Other liabilitics 1,493 2.519
Total liabilities 63,934 39.305
Purtners’ equity:
Company's equity ' 49,648 49910
Other equity 48,798 47.935
Total partners’ equity 98,446 97.845
Totul liabilitics und partners” equity $162,380 $137.150

Summarized Condensed Combined Statements of Operations:

Yeur Ended December 31,

(In thousands) 2006 2005 2004
Revenue §$275 5 - § 2
Costs and expenses 301 54 139
{.0ss . S (26) 5(54) 137

The Company’s total equity in the loss relating 1o the above homebuilding L1.Cs was approximately $0.1 million in
gach of the years ended December 31, 2006, 2005 and 2004,

Unconsolidated Limited Liability Company — Title Operations

During 2006, the Company liquidated its investment in an unconsolidated title agency that provided title services for
certain land transactions. There was no material impact to the Company as a result of this liquidation. As of
December 31. 2005, M/I Financial owned a 49.9% interest in one unconsolidated title insurance agency that engaged
in title and closing services for the Company, with a total investment of $19,000. The totul assets and corresponding
total liabilitics and partners’ equity for our unconsolidated title agencies was approximately $5,000 as of December
31, 2005. Approximately $5,000, $36,000 and $0.1 million of title insurance premiums and closing lees were puid
to our unconsolidated title agencics in 2006, 2005 and 2004, respectively.

Summarized condensed combined statements of operations for our unconsolidated title agencies for cach of the three
vears in the period ended December 31, 2006 is as follows:

Year Ended December 31,

(In thousands) 2006 2005 2004
Revenue $9 $37 §243
Costs and expenscs 12 19 42
{l.oss)/Income 5(3) 568 $201

The Company’s total cquity in the income relating to the above title companies was $23,000 in 2005. The
Company’s 1otal equity in the loss relating to the above unconsolidated title companics was $2,000 in 2006 and
$45,000 in 2004, ‘

NOTE 7. Guarantees and Indemnities

Warranty. The Company provides a two-year limited warranty on materials and workmanship and a twenty-year (for
homes closed prior to 1998) and a thirty-year transferable (for homes closed after 1998) limited warranty against major
structural defects. Warrunty amounts are accrued as homes close to homebuyers and are intended to cover estimated
material and outside labor costs to be incurred during the warranty period. The reserve amounts arc based upon
historical experience and geographic location. The summary of warranty activity is as follows:




Warranty accruals, beginning of year . $ 13,940 | 5 13,767
Warranty expense on homes delivered during lh.e eriod 9,899 10.429
Changes in estimates for pre-existing warranties (272) 105

(9,472) ° (10.661)

1l
i
l l Year Ended December 31,
(In thousands) 2006 2005
‘p
I

Settiements made during the period i
1

Warranty accruals, end of vear $14,095 | 513,940

Guarantees and Indemnities ’ l |
1

In the ordinary course of business, M/I Financial enters into agreements that guarantee certain purchasers of its
mortgage loans that M/[ Financial W1ll repurchase a loan if certain conditions occur, primarily lf the mertgagor does
not meet those conditions of the loan within the first six months after the sale of the loan. Loans totaling
approximately $174.0 million and $67 2 million were covered under the above guarantee as of{December 31, 2006
and 2005, respectively. A portion of the revenue paid to M/ Financial for providing the guaranlee on the above
loans was deferred at December 31, 2006 and will be recognized i income as M/ F 1nanc1ai is released from its
obligation under the guarantee. M/I hnzmc:ai has not repurchased any loans under the above agreements in 2006 or
2005, but has provided mdemmﬁcahons to third party investors in lieu of repurchasing certain loans. The total of
these loans indemnified was approumately $2.4 million and $2.6 million as of December ?1 2006 and 2005,
respectively, relating to the above ag’réements The risk associated with the guarantees and mdemnmes above 1s
offset by the value of the underlving as!v,ets The Company has accrued management’s best esumate of the probable
loss on the above loans. ,

M/I Financial has also guaranteed the co]]ecubllxty of certain loans to third-party insurers of those loans for periods
ranging from five to thinty years. lhe maximum potential amount of future payments is equal to the outstanding
loan value less the value of the underlvmg asset plus administrative costs incurred related 1(') foreclosure on the
loans, should this event occur. Thé ‘total of these costs are estimated to be $2.1 million and $2.8 million at
Dec.cmber 31, 2006 and 2003, respcénvely and would be offset by the value of the underlying assets. The
Company has accrued management’s best estimate of the probable loss on the above loans. F

The Company has also provided ccr|tz}in other guarantees and indemnifications. The Compa'ny has provided an
environmental indemnification to an um};elated third party seller of land in connection with the Compa.ny s purchase of’
that land. In addition, the Company has provided environmental indemnifications, guarantees for the completion of
tand development, a loan mamten.'mce]:fnd limited payment guaranty, and minimum net worth guarantees of certain of
the Company’s subsidiaries in connection with outside financing provided by lenders to certam of our 50% owned
[.I.Cs. Under the environmental mdcr'nfnﬁcallons the Company and its partner in the apphcable LLLC are jointly and
severally liable for any envlronmemal‘ élalms relating to the property that are brought against the lender. Under the
land de\.elopment completion guarantees, the Company and its partner in the applicable LL.C arel_wmtlv and severally
liable to incur any and all costs necessary to complete the development of the land in the event that the LILC fails to
complete the project. The ma‘(imun‘l famoum that the Company could be required 1o pay under the completion
guarantees was approximately $11.1 mllhon and $26.7 miliion as of December 31, 2006 and 2003 respectively. The
risk associated with these guarantees 1s offset by the value of the underlying assets. Under the loan maintenance
guaranty, the Company and the apphcable LLLLC partner have jointly and severally agreed to thethird party lender to
fund any shortfall in the event the rall‘o of the loan balance to the current fair market value of the property under
development by the LLLLC is below a certzun threshold. As of December 31, 2006, the total maximum amount of future
payments the Company could be requnred to make under the loan maintenance guaranty was Iapprommatelv $10.0
million. Under the above guarantees a.nd indemnifications, the L1.C operating agreements provnde| recourse against our
LLC partners for 30% of any actual liability associated with the environmental indemnifications, completion
guarantees and loan maintenance guaranty. |

The Company has recorded a liability relatmg to the guarantees and indemnities described above totaling $2.5 million
and $2.8 million at December 31, 2006}and 2005, respectively, which is management’s best estimate of the fair value
of the Company’s hiability. '

The Company has also provided a guarantee of the performance and payment obligations of its wholly-owned
subsidiary, M/l Financial, up to an aggregate principle amount of $13.0 million. The guarantee was provided to a
government-sponsored enterprise to which M/I Financial delivers loans. '




NOTE 8. Commitments and Contingencies

At December 31, 2006, the Company had sales agreements outstanding. some of which have contingencies for
financing approval, to deliver 1,523 homes with an aggregate sales price of approximately $533.0 million. Based on
our current housing gross margin of 22.2%. excluding the charge for impairment of inventory, plus variable selling
costs of 4.1% of revenuc, less payments to date on homes in backlog of $247.9 million, we estimate payments
totaling approximately $188.2 million to be made in 2007 relating to those homes. At December 31, 2006, the
Company also has options and contingent purchase agreements to acquire land and developed lots with an aggregale
purchase price of approximately $150.0 million. Purchasc of properties is contingent upon satisfaction of certain
requirements by the Company and the sellers.

At December 31, 2006, the Company had outstanding approximately $153.4 million of completion bonds and
standby letiers of credit that cxpire at various limes through October 2011. Included in this total are: $115.9 million
of performance bonds and $21.9 million of performance letters of credit that serve as completion bonds for land
development work in progress (including the Company’s $1.9 million share of our LLCs letters of credit); $9.8
million of financial letters of credit, of which $4.6 million represent deposits on land and lot purchase agreements:
and $5.8 million of finuancial bonds. -

Al December 31, 2006, the Company has outstanding $2.1 million of corporate promissory notes. These notes are
due and pavable in full upon default of the Company under agreements to purchase land or lots from third parties.
No interest or principal is due until the time of default. In the event that the Company performs under these
purchase agreements without default, the notes will become null and void and no payment will be required.

At December 31, 2006, the Company has $0.2 million of certificates of deposit included in Other Asscts that have
been pledged as collateral for mortgage loans sold to third parties, and, therefore, are restricted from general usc.

The Company and certain of its subsidiaries have been named as defendants 1n various claims, complaints and other
legal actions incidental 10 the Company’s business. Certain of the liabilitics resulting from these actions are covered
by insurance. While management currently believes that the ultimate resolution of these matters, individually and in
the aggregate, will not have a material adverse effect on the Company s finuncial position or overall trends in results
of operations, such matiers are subject to inherent uncertainties. The Company has recorded a liability to provide
for the anticipated costs, including legal defense costs, associated with the resolution of these matters. However,
there cxists the possibility that the costs o resolve these matters could differ from the recorded estimates and,
therefore, have a material adverse impact on the Company’s net income for the periods in which the matiers are
resolved.

NOTE 9. Lease Commitments

Operating Leases. The Company leases various office facilities, antomobiles, model furnishings and model homes
under operating leases with remaining terms of one to cight vears. The Company sells model homes to investors
with the express purpose of leasing the homes back as sales models for a specified penod of time. The Company
records the sale of the home at the time of the home closing, and defers profit on the sale, which is subsequently
recognized over the lease term, in accordance with SFAS 66 and SFAS No. 98, “Accounting for Leascs: Sale-
Leasebuack Transactions Involving Real Estate, Sales-Tvpe Leases of Real Estate, Defimtion of the Lease Term, and
Initial Direct Costs of Direct Financing Leases—an amendment of FASB Statements No. 13, 66, and 91 and a
rescission of FASB Statement No. 26 and Technical Bulletin No. 79-117.

At December 31, 2006, the future minimum rental commitments totaled $24.5 million under non-cancelable
operating leases with initial terms in excess of one vear as follows: 2007 - $8.4 million: 2008 - $4.6 million: 2009 -
$2.9 million; 2010 - $2.7 million; 2011 - $2.7 million; and $3.2 million thereafter. The Compuny’s total rental
expense was $12.9 million, $10.9 million and $9.1 million for 2006, 2005 and 2004, respectively.

Capital Leases. During 2006, the Company entered into varions model furnishing leases that meet the criteria for
recording as capital leases. Al December 31, 2006, the Company had recorded in Other Liabilitics $0.6 million of
capital lease obligations, with future minimum rental commitments of $0.4 million in 2007 and $0.2 million in 2008,

NOTE 10. Community Development District Infrastructure and Related Obligations
A Community Development District and/or Community Development Authority (“CDD™) is a unit of local
government created under various stale and/or local statutes to encourage planned community development and to

allow for the construction and maintenance of long-term infrastructure through alternative financing sources,
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including the lax-cxempt markets. AJEDD is generally created through the approval of the local city or county in
which the CDD is located and is controlled by a Board of Supcrvisors representing the ldndownc.rs within the CDD.
CDDs may utilize bond financing to *find construction or acquisition of certain on-site and ofi site infrastructure
lmprov(,mcnls near or within these cmﬁmumlnes CDDs are also granted the power to levy speual assessments to
impose ad valorem taxcs, rates, fees and other charges for the use of the CDD project. An dllocaled share of the
principal and interest on the bonds isstied by the CDD) is assigned to and constitutes a lien on each parcel within the
community evidenced by an assessment (“Assessment™).  The owner of each such parcel 1s|rup0ns1ble for the
payment of the Asscssment on that ptlriccl If the owner of the parcel fails to pay the Asses:,mt.nt the CDD may
foreclose on the lien pursuant to poiv’ers conferred to the CDD under applicable state laus and/or foreclosure
procedures.  In connection with the dcvclopmcm of certain of the Company’s commumues CDDs have been
cstublished and bonds have been 1ssued to finance a portion of the related infrastructure. Followi ing are details
relating to the CDI bond obligations issued and outstanding as of December 31, 2006: '

Principal Amount

Issue Date Maturity Date Interest Rate (In thousands)
5/1/2004 5{142033 6.00% $.9.405
7/15/2004 12/1/2022 6.00% ‘4,755
512004 12/1/2036 6.25% 10.060
3/1/2006 5172037 5.35% 22,685
Total CDD bond ohhf: dions issued and outstanding as of December 31, 2006 $46.905

In accordance with EITF Issue 91- lO “Accounting for Special Assessments and Tax Increment Financing,” the
Company records a liability for the (.Slllndlcd developer obligations that are fixed and detemnmblc and user fees
that are required to be paid or tmnsic.rrcd at the time the parcel or unit is sold 1o an end user. Thc Company reduces
this lability by the corresponding Adsessment assumed by property purchasers and the amounts paid by the
Company at the time of closing dndllhe transfer of the property. The Company has recorded an $18.5 million
liability related to these CDI bond obllgdtlom. as of December 31, 2006, along with the related inventory
infrastructure. (

In addition, at December 31, 2006, lhe Company had outstanding a $1.1 million CDD bond obligation in connection
with the purchase of land. This obll;:dhon bears interest at a rate of 5.5% and matures November 1, 2010, As lots
are closed to third parties, the Compdm’ will repay the CDD bond obligation associated with each lot.

NOTE 11. Consolidated Inventory Not Owned and Related Obligation '

In the ordinary course of business, the; Company cnters into land option contracts in order to]sccure land for the
construction of homes in the future. Bursuant to these land option contracts, the Company will provide a deposit to
the seller as consideration for the nght to purch.m. land at different times in the future, usually at predetermined
prices. Under FASB Interpretation No, 46(R), “Consolidation of Variable Interest Entities™ (“FIN 46(R)™), if the
entity holding the lund under option u'; .'a variable interest entity, the Company’s deposit (mcludmg letters of credit)
represents 4 variable interest in the crmtv The Company does not guarantee the obligations ory pcriormance of the
vanable interest enlity. '

In applying the provisions of FIN 46(R). the Company evaluated all land option contracts and determined that the
Company was subject to a majonty of the expected losses or entitled to receive a majority of the expected residual
retums under 4 contract. As the prlm.!ry beneficiary under this contract, the Company is requu*ed to consolidate the
fair value of the variable intcrest entity, [

!

As of December 31, 2006 and 20035, th= Company had recorded $3.3 million and $4.1 million, respectively, within
Inventory on the Consolidated Balancé §heet representing the fair value of land under contract., The corresponding
liability has been classified as Obllga ion for Consolidated Inventory Not Owned on the Consolidaled Batance
Sheet. ll
As of December 31, 2006, the Company also had recorded within Inventory on the Consolidated Balance Sheet $1.7
million of land for which the Cmnpzln'}_']does not huve title because the land was sold 1o a third party with an option
to repurchase developed lots. In accordance with SFAS 66, the Company has continuing involvement in the land as
a result of the repurchase option, and lh‘erefore is nol permitted to recognize the sale of the land. | The corresponding
liability has been clussified as Obllgatlon for Consolidated Inventory Not Owned on the Consolidated Balance
Sheet. )
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NOTE 12. Notes Payable Banks

On October 6, 2006, the Company amended and restated its existing credit agreement (“the Credit Facility”™)
resulting in 4 maximum borrowing amount of $650.0 million. "Tiie. Credit Facility also provides for the ability to
increase the loan capacity from $650.0 million to up to $1.0 billion upon request by the Company and approval by
the lender(s). Therc are nineteen banks party to the agrecment. The Credit Facility matures in October 2010.
Borrowings under the Credit Facility are unsccured and are st the Alternate Base Rate plus a margin ranging from
zero to 37.5 basis points, or at the Eurodollar Rate plus a margin ranging from 100 10 200 basis points. The
Alternate Base Rate is defined as the higher of the Prime Rate, the Base CD Ruale plus 100 basis points or the
Federal Funds Rate plus 50 basis points. Under the Credit Facility, borrowing availability is determined based on the
lesser of: (1) Credit Facility loan capacity less Credit Facility borrowings (including cash borrowings and letters of
credit) or (2} lesser of Credit Facility capacity and calculated borrowing base, less borrowing basc indebtedness
(including cash borrowings under the Credit Facility, senior notes, linancial letiers of credit and the 10%
commitment on the MIF Credit Facility (as defined below)). As of December 31, 2006, the Credit Facility capacity
was $650.0 million, compared to the calcutated borrowing base of $738.5 million, the borrowing base indebtedness
was $627.0 million and the resulting borrowing availability was $111.6 million. The Credit Facility conlains
covenants that require the Company, among other things, to maintain minimum net worth amounts and to maintain
certain financial ratios. Currently, we believe the most restrictive covenant of the Credn Facility is interest
coverage, Under tlis covenant, the Company is requircd to maintain, on a rolling four quarter basis, interest
coverage of two times carnings before interest, taxes, depreciation, amortization and non-cash churges (as defined in
the Credit Facility). The Company monitors this and all other covenant requirements closely. The Credit Facility
also places limitations on the amount of additional indebtedness that may be incurred by the Company. limitations
on the investments that the Company may make, including joint ventures and advances to officers and employees,
and limitations on the aggregate cost of certain types of inventory that the Company can hold at any one time. The
Company is required under the Credit Facility to maintain a certain amount of tangible net worth, and as of
December 31, 2006, had approximately $117.8 million available for pavment of dividends. As of December 31,
2006, the Company was in compliance with all covenants of the Credit Facility. As of December 31, 2006 and
2003, the outstanding borrowings had weighted average interest rates of 6.88% and 5.80%, respectively.

At December 31, 2006, there was $29.9 million outstanding under the existing $63.0 million M/l Financial First
Amended and Restated Revoelving Credit Agreement (the “MIF Credit Facility™). The $65.0 million borrowing
capacity represented a temporary increase in M/I Financial’s loan agreement for the period December 15, 2006
through January 15, 2007 due to anticipated higher borrowing needs at December 31, 2006. The MIF Credit Facility
borrowing capacity is $40.0 million exclusive of the temporary increase discussed above. The borrowings under the
MIF Credit Facility are at the Prime Rate or LIBOR plus 135 basis points, with a commitment fee on the unused
portion of the MIF Credit Facility of 0.20%. The MIF Credit Facility cxpires April 26, 2007 As of December 31,
2006, the borrowing base was $55.1 million with availability of $25.2 million under the borrowing base calculation.
Undcr the terms of the MIF Credit Facility, M/l Financial is fequired to maintain tangible nct werth of $3.5 million
and maintain certain financial ratios. As of December 31, 2006, the Company was in compliance with zll restrictive
covenants of the MIF Credit Facility. As of December 31, 2006 and 2003, the outstanding borrowings had weighted
average interest rates of 6.69% and 5.87%, respectively.

The annual weighted average interest rate for the Company’s bank borrowings was 7.2%, 5.6% and 4.8% for the
vears ended December 31, 2006, 2005 and 2004, respectively, which includes the interest rate swaps in effect
through the third quarter of 2004. Average bank borrowings were $422.9 million in 2006, $272.7 million in 2005
and $185.6 million in 2004.

NOTE 13. Mortgage Notes Payabie

As of December 31, 2006 and 2005, the Company had outstanding a building mortgage note pavable in the principal
amount of $6.9 million and $7.2 million, respectively, with a fixed interest rate of 8.117% and maturity date of April
1, 2017. The book value of the collateral securing this note was $10.9 million at both December 31, 2006 and 2005.

NOTE 14. Senior Notes

At both December 31, 2006 and 2005, there were $200 million of 6.875% senior notes outstanding. The senior
notes are due April 2012 and are fully and unconditionally guaranteed jointly and severally by substantially all of
the Company’s wholly-owned subsidiarics. Certain of the Company’s subsidiary guarantors arc required, in
accordance with specific contructual agrecments, to maintain minimum levels of net worth, totaling $33.5 mullien as
of December 31, 2006. In addition, the Compény is required under its Credit Facility and other contractual
agreements, to maintain a total minimum net worth of approximately $487.6 as of December 31, 2006, The senior
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notes contain covenants that place lumtalmm on the incurrence of additional indebtedness, p.avmenl of dividends,
asset dlsposmons certain mvestmenls dnd creations of liens, among other items. The Compar'w may redecm the
senior notes, in whole or in part, at any time before April 2012 at a redemption price equal to 100% of the principal
amount of the notes plus accrued dl’ldll}npdld interest 1o the date of the redemption, if any, plus a “make-whole”
premium based on U.S. Treasury Rales. As of December 31, 2006, the Company was in compliance with all
restrictive covenants of the scnior notes.} :

NOTE 15. Universal Shelf Registration !

I
In April 2002, the Company filed a $1510 million universal sheh‘ registration statement with the SEC. Pursuant to the
filing, the Company may, from time 10 [ume over an cxtended peried, offer new debt, prefemd stock and/or other
equity securities. Of the equity shdres' up to 1 million common shares may be sold by certain shareholders who are
considered selling sharcholders.  This §helf registration should allow the Company to expedlent]y access cupital
markets in the future. The timing an | amount of offerings, if any, will depend on market and gencral business
conditions. No debt or equity securitiesihave been offered for sale as of December 31, 2006. :

NOTE 16. Preferred Stock
The Company’s Atticles of Incorporation authorize the issuance of 2,000,000 shares of preferred stock, par value
$.01 per sharc. The Board of Dlreclor[b of the Company is authorized, without further sharcholder action, to divide
any or all shares of the authorized preferred stock into serics and to fix and determine the de51gr:1allons preferences
and relative, participating, optional orjother special rights and qualifications, limitations or restrictions thereon, of
any scries so established, including dividend rights, liquidation preferences, redemption nghls and conversion
privilcges.

NOTE 17: Income Taxes

The provision for income taxes consists of the following: !
Year Ended December 31,

(In thousands) 2006 2005 ! 2004

Federal l l $17,494 $52.124 | $48.771

State and local 3,750 8,518 i 10,992
Total [l $21,244 $60,642 ) $59.763

|
Year Ended December 31,

(1n thousands) 2006 2005 | 2004

Current [ $49.460 $60.085 ’ $57.273

Deferred (28,216) 557 | 2,490
'l’otal } $21,244 $60.642 . $59.763

For the vears ended Dccember 31, 2006, 2005 and 2004, the Company s effective tux rate was 35.3%, 37.6% and
39.5%. reqpeenvelv with the decredseis in gach year resuliing from the manutacturing credit estabhshed by the 2004
American Jobs Creation Act, a ch‘mg:e in the State of Ohio’s tax laws, which phases out the O}uo income tax and
replaces il with a gross receipls tux, d'nd the settlement of certain state tax-related items. RECOHCllldtlon of the
differences between income laxes computed at the federal statutory tax rate and consolidated provision for income

taxes are as follows:
Year Ended December 31,

(In thousands) 2006 2005 . 2004
Federal taxes at statutory rate $21,042 $56,500 $52.954
Manufacturing credit (1,354) (L.540y ! .
State and local taxes — net of federal tax benefit i 2,438 5,537 ! 7,145
Olher (882) 145 ' (336)
Totul i $21,244 $60.642 : $5%,763
I
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The tax effects of the sigmificant temporary differences that comprise the deferred (ax assets and lisbilitics arc as

tollows:
December 31.

{In thousands) 2006 2005
Deferred tax ussets;

Warranty, insurance and other accruals $9,796 58,405

Taventones 31,200 3,660

Stute fuxes 145 1,424

Delerred charges ‘ 3,257 35373
Total deferred tux assets 44,398 17,062
Delerred tax liabilities:

Depreciation 7,084 7.166

Prepaid expenses 625 1,423
Total deferred tax tiabilities 7,709 8,589
Net deferred tax asset $36,689 38,473

The Company records the net deferred tax asset in Other Assets on the Consolidated Balance Shect.
NOTE 18. Financial Instruments

Mortgage loans held for sale. Mornguge loans held for sale consist primarily of single-family residential loans
collateralized by the underlving property. During the intervening period between when a loan is closed and when it
is sold to an investor, the interest rate risk is covered either through the use of a best-efforts contruct or by FMBSs,

The notional amount of the best-efforts contracts and related mortgage loans held for sale was $9.5 million and
$36.5 million at December 31, 2006 and 2005, respectively. At December 31, 2006, the fair value of the best-cfforts
contracts and rclated mortgage loans held for sale resulted in a total liability of less than $0.1 million under the
matched terms method of SFAS 133, with no net impact to camings for the vear ended December 31, 2006.

The notional amounts of the FMBSs and the reluted mortgage loans heid for sale were $47.7 million and $48.9
million, respectively, at December 31, 2006, and were $31.0 million and $31.5 million, respectively, at December
31, 2003, In accordance with SFAS 133, the FMBSs are classified and accoumed for as non-designated derivative
instruments, with gains and losses recorded in current camings. As of December 31, 2006, the related fair value
adjustment for marking these FMBSs to market resulted in an asset of $0.1 million, and income of $0.1 million for
the vear ended December 31, 2006.

Loan commitments, To meet {inancing nceds of our home-buying customers, M/l Financial is party to IRLCs,
which are extended to certain customers who have applied for a mortgage loan and meet certain defined credit and
undenvriting critenia.  Typically, the IRLCs will have a duration of less thun nine menths; however, in certain
markets, the duration could extend to twelve months.,

Cenain IRLCs are committed to a specific third-party investor and are matched with best-efforts whole loan delivery
commitments matching the exact terms of the IRLC-loan. The notional amount of the committed IRLCs and the
best-cfforts contracts was $10.2 million and $52.8 million at December 31, 2006 and 2003, respectively. Both the
IRLCs and the best-efforts whole loan delivery contracts are derivatives and are recorded at fair value with changes
in fair value recorded in financial services revenue, At December 31, 2006, the fair value of the committed IRLCs
resulted in an asset of $0.1 million and the related best-efforts whele loun delivery commitments resulted in a
liability of $0.1 million. At December 31, 2003, the fair value of the committed IRLCs resulted in a liability of $0.6
million and the fair value of the related best-efforts whole loan delivery commitments resulted in an offsetting assct
of $0.6 million. For the vears ended December 31, 2006 and 2003, the Company recognized less than $0.1 million
income and $0.1 million expense, respectively, relating to marking these commitied IRILCs and the relaled best-
efforts contracts to market, For the vear ended December 31, 2004, the Company recognized no net gain or loss
relating to marking these committed IRL.Cs and the related best-efforts contracts to market.

The IRLCs that are not committed to a third-party investor under best-efforts whole loan delivery commitments (the
“uncommitted IRLCs™) are derivatives and are recorded at {air value with changes in fuir value recorded in financial
services revenue. At December 31, 2006 and 2003, the notional amount of the uncommitted IRLC loans was $37.8
miltion and $32.1 million, respectively. The fair value adjustment related to these commitments, which is based on
quoted market prices, resulted in an assct of less than $0.1 million and a liability of $0.3 million at December 31,
2006 and 2005, respectively. For the vears ended December 31, 2006, 2005 and 2004, the Company recognized
$0.3 million income, $0.4 million cxpense and $2.6 million income, respectively, relating to marking these
commitments 10 market.
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FMBSs are used to protect uncommitted IRLC loans against the risk of changes in interest rates between the lock
datc and the funding date. FMBSs relate‘d to uncomumtted TRL.Cs arc classified and accounted Ior as non-demgnated
derivative instruments and are recordedlat fair value, with gains and losses recorded in financial services revenue.
Al December 31, 2006, the notional amount under the FMBSs was $36.0 million, and the' related fair value
adjustment, which is based on ¢quoted market prices, resulted in an asset of $0.1 million. At Dccémbcr 31, 2005, the
notional amount under the FMBSs w: d; $33 0 million, and the related fair value adjustment rcsulted in i lldbllll\’ of
$0.2 million. For the vears ended Detember 31, 2006, 2005 and 2004, the Company rt.cog,mzed $0.3 million
income, $0.2 million expensc and $0.3 million income, respectively, relating to marking these FMBSs 1o market.
|

Counterparty Credit Risk. To reducc the risk associated with accounting losses that “ould be recognized if
counterpartics failed to pc.rlorm as c.onlracted the Company limits the entities that mdmgunenl can enter into a
commitment with to the primary dealérs in the market. This risk of accounting loss is the dlfft.rencc between the
market rate at the time of non-perform:mce by the counterparty and the ratc the Company comlmtlled to.

The following table presents the carrymg amounts and fair values of the Company’s lmancna] instruments at
December 31, 2006 and 2005. SFAS No. 107, “Disclosures About Fair Value of Financial Instruments”, defines the

fair value of a financial instrument [4'5 the amount at which the instrument could be e\cc.hdnged in # current
transaction between willing parties, ot her than in a forced or liquidation salc.
'
December 31, 2006 December 31, 2005
Carrying Fair Curr_vi.ng Fair
{In thousands} Amount Value __Amount Value
Assets: .
Cash. including cash in escrow $ 70,491 $ 70,491 $ 56.908 $ 56.908
Mortgage loans held lor sale 58,305 58,305 67416 67,416
Other assets 71,645 71,558 44,168 43.814
Notes receivable 6,080 5919 [ -
Commitments to exiend real estate loans 96 26 - -
Besl-efforts contracts for commitied IRLCs and mongage loans - - 618 618
held for sale '
Forward sale of mongage-bucked securilies 198 198 - -
Liabilities: )
Notes payable banks 439,900 439,900 306,000 306.000
Mortgage notes payable 6,944 7.277 7.165 8.092
Senior notes 198,656 179,750 198,400 179,250
Commitments (o extend real estate loans - - ‘897 897
Best-efforts contraets for committed IRLCs and montgage loans 88 88 b -
held for sule '
Forward sale of mortgage-backed securities - - 209 209
Other liabilitics 108,636 108,636 136,820 136,820
Off-Balance Sheet Finuncial [nstruments: f
Letters of credit - 1,432 - 1,571
The following methods and assumplions werce used by the Company in estimating its fair valuc disclosures of
financial instruments at December 311 2006 and 2005:
Cash, Cash Held in Escrow and Other Liabilities. The carrying amounts of these items approxXimate fair value.
|
Mortgage Loans Held for Sale, Fg rward Sale of Mortgage-Backed Securities, Commitments to Extend Real

Estate Loans, Best-Efforts Cantractsl for Committed IRLCy and Mortgage Loans Held for Sale, and Senior Notes.
The fair value of these financial instniments was determined bascd upon market quotes at Dc‘[;cmber 31, 2006 and
2005.

l
Other Assets and Notes Receivable. Fhe estimated fair value was determined by calculating the present value of the
amounts based on the estimated tumng of receipts.

|
Notes Payable Banks. The intcrest mlc currently available to the Company fluctuates with the Alternate Base Rate
or Eurodollar Rate (for the Credit rdCllllV) and the Prime Rate or LIBOR (for the MIF Credlt Facility), and thus

their carrying valug is a reasonable estimate of fair value.
|

Mortgage Notes Payable. The estimated fair value was determined by calculating the present value of the future
cash flows. ‘
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Letters of Credit. etters of credit and outstanding completion bonds of $153.4 million and $158.3 million
represent potential conunitments at December 31, 2006 and 2003, respectively. The letiers of credit generally expire
within one or two years, The estimated fair value of letiers of credit was determined using fees currently charged for
similar agreements. : '

NOTE 19. Business Segments

In conformity with SFAS 131, the Company’s segment information is presented on the basis that the cluef operating
decision makers use in evaluating segment performance. The accounting policies of the segments are the same as
those described in Note . During the fourth quarter of 2006, the Company realigned the homebuilding operations
from a single reportuble homebuilding segment into a regional structure with cach region having a regional
president. The Company’s homebuilding regions are Midwest, Florida North, Florida South and Mid-Atlantic,
Following the implementation of this new regional structure, the Company’s chicl operating decision makers
evaluate the Company’s performance in various ways, including: (1) our nine individual homebuilding operating
segment results and results of the financial services operation; (2) our four homebwilding regions; and (3)
consolidated financial results. As a result of this evaluation, effective beginning the fourth quarter of 2006, we have
determined our reportable segments in accordance with SFAS 131 as follows: Midwest homebuilding, Florida
homebuilding, Mid-Atlantic homebuilding and financial services operations. The homebuilding operating segments
that are included within each reportable segment have similar operations and exhibit similar economic
charactenstics, and therefore meet the aggregation criteria in SFAS 131, We have also aggregated our Florida North
and Flonda South regions into a single Flonda homebuilding reportable segment in accordance with the aggregation
criteria set forth in SFAS 131, Our homebuilding operations include the acquisition and development of land, the
sale and construction of single-fumily attached and detached homes and the occasional sale of lots to third parties.
The homebuilding operaling segments that comprise cach of our reportable segments are us follows:

Midwest Florida Mid-Atlantic

Columbus, Ohio Tampa, Flornda Washington, D.C.
Cincinnati, Ohio Orlando. Flonda Charlotte, North Carolina
Indianupolis, Indiana West Pulm Beach, FFlorida Raleigh, North Carolina

As required by SFAS 131, the Company has restated its 2005 and 2004 segment information consistent with the
current reportable segment structure. This segment restatement has no effect on the Company’s financial position,
results of operations or cash flow for the periods presented.

The finuncial services operations include the origination and sale of mortgage loans and litle and insurance agency
services for purchasers of the Company’s homes.

Eliminations consist of fees paid by the homebuilding operations relating to loan origination and title fees for its
homebuyers that are included in financial. services’ revenue: the homebuilding scgment’s housing costs include
these fees paid to financial services.

The chief operating decision makers utilize operating income, defined as income before interest and income taxes,
as a performance measure.

Year Ended December 31.

{In thousands) 2006 2005 2004
Revenue:
Midwest homebuilding $ 493,156 $ 650,689 $ 700,549
Floridz homebuilding 582,146 382,514 267.709
Mid-Atantic homebuilding 260,059 286,926 195.853
Other homebuilding - unallocated (a) 647 6,622 (13.975)
Financial services 27,125 28,635 32.909
Intercompany eliminulions (3,840) (7.740) (8.410)
Total revenue §1,359,293 $1.347.640 $1.174.635
Operating income (loss):
Midwest homebuilding (b) $ 897 § 74632 $ 95410
Florida homebuilding (b) 115,643 62.432 44834
Mid-Atlantic homebuilding (b) (21,955 46,601 24.665
Other homebuilding - unallocated (a) 156 1,234 (2,.278)
Finaneral services ’ 15816 - 18,420 21,922
Less: Corporate selling. generl and administrative expense (34,191 (27.304) (24.914)

Total operating income § 76366 $ 175535 $ 139.639




Year Ended December 31.

(in thousands) 2006 2005 2004
Interest expense: '
Midwest homebuilding s 6408 $ 6793 : s 4729
Florida homebuilding 5,049 3,190 | 1.538
Mid-Atlantic homebuilding 4,384 3754 ) 1,785
Financial services 46 371 ' 290
Total inlerest expense 1} § 16,247 $ 14,108 ! S 8,342
Total income before taxes [1 $ 60,119 $ 161,427 ] S 151.297
Assets:
Midwest homebuilding § 432,572 S 467824 S 411,669
Flortda homebuilding 514,235 405,222 ! 213,594
Mid-Atlantic homebuilding 349,929 299,789 ! 241321
Financial services 64,998 77,111 \ 76,921
Corporate 115,345 79,732 35,021
Total assels | $ 1,477,079 $1.329,678 ' $ 978,520
|
Investment in unconsolidated LLCs:
Midwest homebuilding s 17,570 $ 20,160 ) $ 12,725
Flerida homebuilding 32,078 29,750 10,346
Mid-Atlantic homebuilding - - -
Financial services - 19 22
Total investment in unconsolidated LLLCs } 5 49,648 5 49929 \ 5  23.093
Depreciation and amortization: !
Midwest homebuilding 3 182 s 148 | $ 154
Florida homebuilding 1,693 835 . 108
Mid-Atlantic homebuilding 244 46 f 33
Financial services 383 L$] : 112
Corporate 1,229 3.381 : 2,041
Total depreciation and amertization [ $ 6,731 S 4,498 ' § 2,448

(a) Other homebuilding — unallocated consists !of' the net impact in the period due 1o timing of homes delivered with low down-payment Joans
(buyers put less than 5% down) funded by the C'loi'npany's financial services operations not vet sold to a third party. In accordance with SFAS 66
and SFAS 140, recognition of such revenue must be deferred until the related loan is sold to a third party. Refer to the Revenue Recognition
policy described in Note 1 for further discussion. !

|
(b} 2006 includes the impact of charges relating to the impairment of inventory and investment in unconsolidated [.LCsjand the write-off of land
deposits and pre-acquisition costs. These charg'e:i reduced operating income by $25.0 million in the Midwest region, $l|l.9 mitlion in the Florida
region and $41.9 million in the Mid-Atlantic region. )
3 )
NOTE 20. Subsequent Events

On February 13, 2007, the Board of Directors approved a $0.025 per share cash dividend payable to shareholders of
record of its common shares on April -2!2007, payable on April 19, 2007.
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Supplementary Financial Data

The following tables set forth our selected consolidated finanéial'and operating data for the periods indicated. These
tables should be read together with “Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations”™ and our Consolidated Financial Statements, including the Notes thereto, appearing clsewhere
in this Annual Report on Form 10-K.

‘Three Months Ended

December 31, September 30, June 30, March 31,
2006 2006 2006 2006
(Dollars in thousands, except per share amounts)  (Unaudited) (Unaudited) (Unaudited) (Unaudited)
New contricts 353 57N 764 1,137
Homes detivered 1.363 927 987 832
Backlog at end of period 1.523 2,533 2,889 3n2
Revenue $ 482,256 $306,188 $311,794 $259,055
Gross margin {(a) $ 43,194 5 73,155 3 85,986 $ 70,689
Net income (foss) (u) $ (10,969) § 15,185 $ 18,281 $ 16378
Earnings per common share:
Basic (a) $ (.79 $ 1.09 § 12 p3
Diluted (a) s (0.79) $ 108 5 129 5
Weighted average common shares outstanding
(In thousands):
Basic 13,906 13,892 13,973 14,110
Diluted 13,906 14,078 14,174 14,313
Dividends per common share 5 0.025 § 0.025 $ 0.025 $ 0.025
Three Months Ended
December 31, September 30. June 30. March 31,
2005 2005 2005 2005
_(Dollars in thousands. except per shure amounts)  (Unaudited) (Unaudited) {Unaudited) {Unaudited}
New contracts 901 1.163 1.172 1.078
Homes delivered 1.616 1.047 853 75
Backlog at end of perind 2.807 3.522 3.310 2,991
Revenue $507.770 $332.478 52635999 $241.399
Gross margin $126.937 S 84.748 $ 67713 $ 60,725
Net income $ 41315 $ 25079 $ 17.645 $ 16.746
Eamings per common share: )
Basic $ 288 5 175 $§ 123 $ L8
Diluted 5 284 5 172 § 121 5 Lo
Weighted average common shares oulstanding
(In thousands):
Basic 14.333 14,325 14308 14,238
Diluted 14,538 14,577 14,531 14,498
Dividends per common share $ 0.025 $ 0025 3 0025 $ 0,025

(2} Founth quarter of 2006 includes the impact of charges relating to the impairment of inventory and investment in unconsolicdated LLCs. and
the write-ofT of land deposits and pre-ucquisition costs. These charges reduced gross margin by $69.8 million, net income by $43,9 million
and earmings per diluted share by $3.25.




ITEM 9.  CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There have been no changes in or disagreements with accountants during the vears ended December 31, 2006 and
2005. .

[TEM 9A. CONTROLS AND PROCEDURES

: |
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures |
|
An evaluation of the effectiveness of jthe Company's disclosure controls and procedures (as defined in Rule 13a-
15(c) under the Exchange Act) was p?rformed under the supervision, and with the participation, of the Compuany's
management, including the principal executive officer and the principal financial officer. Based on that evaluation,
the Company's management, including the principal exceutive officer and principal financial officer. concluded that
the Company's disclosure controls and procedures were effective as of the end of the period covered by this Annual

Report on Form 10-K. '
[

Management’s Annual Report on Internal Control Over Financial Reporting o

|
The management of the Companv is iresponsible for estublishing and maintaining adequate iI?{C['n'dl control over
financial reporting (as defined in Rule l3a 13(t) under the Exchange Act). The Company’s mlc..mal control system
was designed to provide recasonuble ussuranu, to the Company’s management and Board of Dll‘LCIOI’S regardmg the
preparation and fair presentation of publlshcd financial statements. |

’ [
All internal control systems, no matterjhow well designed, have inherent himitations. Therctore, ‘even those syvstems
determined to be effective can providelonly reasonable assurance with respect to financial statement preparation and
presentation. |

The Company’s management, with pdl‘llLldelOIl of the principal executive and principal financial officers, assessed
the effectiveness of the Company’s llllemdl control over {inancial reporting as of December ’Sl 2006. In making
this assessment, it used the criteria sct forth by the Commitice of Sponsoring Orgdmmlmns of the Treadway
Commussion (COSQ) in Internal Conrr;o[ Integrated Framework. Based on this assessment, mamgt.ment believes
that, as of December 31, 2000, the Companv s internal control over financial reporting is :.l[u.lwc based on those
criteria. .
1

Management’s assessment of the Lff&.cll\’t.ness of our intemal control over financial reporting as of December 31,
2006 has been audited by Deloitle & Touche LLP, our independent registered public accounting firm, as stated in its
attestation report included on page 66 ofithis Annual Report on Form 10-K.

Changes in Internal Control over Financial Reporting l

During 2005, the Company began lhc implementation of a new computer system that wnll be used by our
homebuilding operations 10 help nmnage > the sale and construction of homes and is being mluf,mlud with our existing
accounting system. The uuplunullalmn was phased into cach of our homebuilding divisions during 2005 and 2006.
During the fourth quarter of 2006, lhe‘; new system was implemented in two of our homebuilding divisions (in
addition to previously being unplcmenled in eight divisions dunng 2005 and the first nine! months of 2000),
resulting in changes in our internul comml over financial reporting. The implementation of this new system for our
homebuilding operations included deplm ing resources to mitigate internzl control risks and performing additional
venfications and testing to cnsure contmumg integrity of data used in financial reporting. In addition, certain
changes in responsibility for p(.rlonmr}gllmernal control procedures occurred during the fourth quarter of 2006 as
result of various workforce reductions! primarily in our Midwest region, and changes in management in certain of
our homebuilding operations and in our accounting operations. Mdndgement with pdnicipdlibn of the pnincipal
exccutive and principal financial ofﬁc:c.rs has evaluated these changes in our internal control over financial
reporting, and believes that we have Idken the necessary steps to establish and maintain effective intemal controls
over financial reporting during the perlod of change. %

It should be noted that the design of dny sy stem of controls 1s based, in part. upon certain dsqumpuons about the
likelihood of future cvents, and there cah be no assurance that any design will succeed in d(.hl(..\’lng its stated goals
under all potential future conditions, rtlagdrdless of how remote. In addition, a control system, no matter how well
conceived and operaled, can provide onl\ reasonuable, not absolute, assurance that the objcclwcs of the control
svstem are met. I
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ITEM 9B. OTHER INFORMATION

There is no information that was required to be discloscd in a report on Form 8-K during the fourth quarter of 2006
that has not been reported on a Form 8-K.



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Sharcholders and Directors of M/I Homes, Inc.
Columbus, Ohio

We have audited management’s assessment, included in the accompanying Management’s' Annual Report on
Internal Control Over Financial Reportmg, that M/I Homes, Inc. and subsidiaries (the ° C0n|1pcmy ) maintained
effective intermnal control over tmancul Freporlmg as of December 31, 2006, based on criteria Cbldbllbhed in Internal
Control—Integrated Framework 1ssued by the Commitlee of Sponsonng Orgamzatlonm of the Treadway
Comumussion. The Company’s 1ndmgcmcnt is responsible for maintaining effective internal control over {inancial
reporting and for its assessment of the cffectlveness of internal control over {inancial reporting. Our responsibility is
to express an opinion on mdmgcmr.nl § assessment and an opinion on the effectiveness of the Compdnv s inlcrnal
control over financial reporting based on our audit. l
We conducted our audit in dCCOI‘ddnCG with the standards of the Public Company Accounting Oversight Board
(United States). Those standards reqmrc that we plan and perform the audit 1o oblain reasonable assurance about
whether effective internal control over financial reporting was maintained 1 all material rflquec,ts Our audit
included obtaining an understanding fof internal control over financial reporting, evaluating management’s
asscssment, testing and evaluating the dcsign and operating effectiveness of internal control, and performing such
~other procedurcs as we considered necessary in the circumstances. We believe that our audit pl’O\’ldCb a reasonable
basis for our opinions. .
I
A company’ ’s internal contrel over financial reporting is a process designed by, or under the supervision of, the
company’s pl‘ll’lLlpdl executive and prlﬂélpdl financial officers, or persons performing similar functlons and effected
by the company’s board of directors, 'niundgcmc,nl and other personnel to provide reasonable dssurance regarding
the reliability of financial reporiing and the preparation of financial statements for external purposu. in accordance
with generally accepted accounting pnnc:lples A company’s internal control over financial reporting includes those
pelicies and procedures that (1) pertdull Yo the maintenance of records that, in rcasonable detail, accurately and fairly
reflect the trunsactions and dmpoutfo'ns of the assets of the company. (2) pr0v1de rcdsonlible assurance that
transactions are recorded as m.cessary jto permit preparation of financial statements in dCLOI‘ddnCC with generclllv
accepted accounting principles, and that receipts and cxpenditures of the company arc bung made only in
“accordance with authonzations of mamgemcnl and directors of the company: and (3) provide reasonable assurance
regarding prevention or timely detectléﬁ of unauthorized acquisition, use, or disposition of the compdnv s assets that
could have a matenal effect on the t1mnc1al statements.

Because of the inherent limitations of; lIllCITldl control over financial reporting, including the p0551b111tv of collusion
or improper management override of controls, material misstatements duc to error or fraud may not be prevented or
detected on a timely basis. Also, pr{)Jectlons of any evaluation of the etfectiveness of the mternal control over
financial reporting to future periods dre subject to the risk that the controls may become 1nadequatc because of
changes in conditions, or that the degrce of compliance with the policies or procedures may deter'wrale

In our opinion, management’s assessment that the Company maintained effective internal control over financial
reporting as of December 31, 20006, 1s fairly stated, in all material respects. based on the criteria established in
Internal Comrol—]ntegmted Framework issued by the Committee of Sponsoring Orgdnluuolns of the Treadway
" Commission. Also in our opinion, the Company maintained, in ail matenal respects, effective internal control over
financial reporting as of December 31 2006, based on the critcria established in Internal Comm!rﬁlntegrated

Framework issued by thc Committee ofy Sponsoring Organizations of the Treadway Commission:

We have also audited, in accordance w1th the standards of the Public Company Accounting Ovemght Board (United
States), the consolidated financial stat]emenlq as of and for the year ended December 31, 2006 of the Company and
our report dated March 6, 2007 cxpreqsed an unqualified opinion on those financial statements. |

/s/ DELOITTE & TOUCHE LLP

Deloitte & Touche LLP

Columbus, Ohio
March 6, 2007
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PART III

ITEM 10. DIRECTORS, EXECUT[VE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item is incorporated herein by reference to our definitive Proxy Statement relating
to the 2007 Annual Meeting of Sharcholders.

We huve adopted a Code of Business Conduct and Ethics that applies to our directors and all emplovees of the
Company. The Code of Business Conduct and Ethics is posted on our website, mihomes.com. We intend to satisfy
the requirements under Item 5.05 of Form 8-K regarding disclosure of amendments to, or waivers from, provisions
of our Code of Business Conduct and Ethics that apply to our principal executive officer, principal financial officer,
principal accounting officer or controller, or persons performing similar functions, by posting such information on
our website. Copies of the Code of Business Conduct and Ethics will be provided free of charge upon writlen
request directed to Investor Relations, M/l Homnes, Inc., 3 Easton Oval, Suite 500, Columbus, OH 43219.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorporated herein by reference to our definitive Proxy Statement relating
1o the 2007 Annual Meeting of Shareholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by this item is incorporated herein by reference to our definitive Proxy Stalement relating
to the 2007 Annual Meeting of Sharcholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by this item is incorporated herein by reference to our definitive Proxy Statement relating
to the 2007 Annual Meeting of Sharcholders.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is incorporated herein by reference to our definitive Proxy Statement relating
to the 2007 Annual Meeting of Shareholders.




PARTIV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(2) Documents filed as part of this report 1

(1) The following financial statements are contained in Item 8:

(2}

G)

Financial Statement Schedules:
None required. |

Exhibits:

- Page in

I this
Financial Statements Report
Report of Independent Reglstered Public Accounting Firm ' 37
Consolidated Statements of Income for the Years Ended December 31, 2006, 2003 and 2004 38
Consolidated Balance Sheets as *of December 31, 2006 and 2005 39
Consolidated Statements of Sreholders’ Equity for the Yeuars Ended December 31, 2006, 2005

and 2004 ' 40

Consolidated Statements of Cash Flows for the Years Ended December 31, 2006, 2003 and 2004 41
Notes to Consolidated Financial Statements ! 42-62
Supplementary Financial Datd ' 63

The following exhibits required by Item 601 of Regulation S-K are filed as part of this report. F or convenience of
reference, the exhibits are listed ac_eordmg to the numbers appearing in the Exhubit Table to ltem: 601 of Regulation

S-K.

Exhibit
Number

Description :

3.1

32

3.4

4.1

4.2

10.1*

Amended and Restdled Adrticles of Incorporation of the Company, hcr(.b) incorporated by
reference to L‘(hlbll 3.1 of the Company’s Annual Report on Form 10-K!for the fiscal year
ended Decembcrf3l 1993, i

Amended and Restdted Regulations of the Company, hereby mcorpmuled by reference to
Exhibit 3.4 of thé Compdny s Annual Report on Form 10-K of the fiscal ycar ended December
31, 1998.

|
Amendment of Ar'tlcle I(f) of the Company’s Amended and Restated Code of Regulations to
pernit shdreholders to appoint proxics in any manner permitted by Ohio law, hereby
incorporated by reference to Exhibit 3.1(b) of the Company’s Quarterly Repon on Form 10-Q
for the quarter crided June 30, 2001. |
Amendment to Article First of the Company’s Amended und Restated Amcles of Incorporation
dated Junuary 9} 2004 hereby incorporated by reference to Exhibit 3. llof the Company’s
Quarterly Report’ o Form 10-Q for the quarter ended March 31, 2006.

[
Specimen of Stock Certificate, hercby incorporated by reference to- Exhibit 4 of the
Company’s Reglstmlmn Statement on Form S-1, Commission File No. 33-68364

Indenture dated as of March 24, 2005 by and among ‘M/I Homes, Inc., its guarantors as named
in the Indenture}and U.S. Bank National Association, as trustee of the 6'7/8% Senior Notes
due 2012, herebylincorporated by reference to Exhibit 4.1 of the Company § Current Report
on Form 8-K dafed as of March 24, 2005.

The M/l Homes, |Inc. 401(k) Profit Sharing Plan as Amended and Reqtdled adopted as of

January 1, I997' Jrercby incorporate by reference to Exhibit 10.1 of the Compdn} s Annual
Repoit on Form 10K for the fiscal vear ended December 31, 2003,
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10.2*

10.3*

10.4*

10.5%

10.6*

10.7%

10.8

10.9

10.10

10.11*

10.12*

10.13*

10.14*

Amendment Number 1 of the M/l Homes, Inc. 401(k) Profit Sharing Plan for the Economic
Growth and Tax Relief Reconciliation Act of 2001 dated November 12, 2002, hereby
incorporated by reference to Exhibit 10.1 of the Company’s Quarterly Report on Form 10-Q
for the quarter ended September 30, 2002.

Second Amendment to the M/l Homes, Inc. 401(k) Profit Sharing Plan dated November 11,
2003, hereby incorporated by reference to Exhibit 10.3 of the Company’s Annual Report on
Form 10-K for the fiscal vear ended December 31, 2003.

Third Amendment to the M/T Homes, Inc. 401(k) Profit Sharing Plan dated January 26, 2005,
hereby incorporated by reference to Exhibit 10.4 of the Company’s Annual Report on Form
10-K for the fiscal year ended December 31, 2004,

Fourth Amendment to the M/I Homes, Inc. 401(k) Profit Shanng Plan dated July 1, 2003,
hereby incorporated by reference to Exhibit 10.1 of the Company’s Quarterly Report on Form
10-Q} for the quarter ended September 30, 2005.

Fifth Amendment to the M/l Homes, Inc. 401(k) Profit Sharing Plan dated November 7, 2006.
(Filed herewith.)

Sixth Amendment to the M/1 Homes, Inc. 401(K) Profit Shanng Plan dated Decentber 13, 2006.
(Filed herewith.)

Second Amended and Restated Credit Agreement effeclive as of October 6, 2006 by and
among M/l Homes, Inc., as borrower; JPMorgun Chase Bank, N.A. as agent for the lenders
and Wachovia Bank National Association, as syndication agent; The Huntington National
Bank, KeyBank National Association, Charter One Bank, N.A. SunTrust Bank, AmSouth
Bank, Bank of Montreal, Guaranty Bank, National City Bank and U.S. Bank National
Association, uas co-agents; JPMorgan Chase Bank, N.A., Wachovia Bank, National
Association, The Huntington National Bank, KeyBank National Association, Charter One
Bank. N.A., SunTrust Bank, AmSouth Bank, Bank of Montreal, Guaranty Bank, National City
Bank, U.S. Bank National Association, LaSalle Bank National Association, PNC Bank, N.A.,
City National Bank, Fifth Third Bank, Franklin Bank, S.5.B., Comerica Bank, and Bank
United, F.S.B., as banks: and J.P. Morgan Securitics Inc., as lead arranger and sole
bookrunner, incorporated by reference to Exhibit 10 of the Company’s Current Report on
Form 8-K dated as of October 6, 2006.

Amendment to Second Amended and Restated Credit Agreement effective as of December 22,
2006 by und among M/I Homes, Inc. as borrower and JPMorgun Chase Bunk, N.A. as agent,
and the lenders party to that certain Second Amended and Restated Credit Agreement dated
October 6, 2006. (Filed herewith.)

First Amended and Restated Revolving Credit Agreement Among M/I Financial, Corp. and
M/ Homes, Inc., as the Borrowers, and Guaranty Bank, hereby incorporated by reference to
Exhibit 10.1 of the Company’s current Report on Form 8-K dated as of April 27, 2006.

M/l Homes, Inc. 1993 Stock Incentive Plan As Amended dated Apnl 22, 1999, hereby
incorporated by reference to Exhibit 4 of the Company’s Quarterly Report on Form 10-Q) for
the quarter ended June 30, 1999,

First Amendment to M/l Homes, Inc. 1993 Stock Incentive Plan As Amended dated August
11, 1999, hereby incorporated by reference to Exhibit 10.1 of the Company’s Quarterly Report
on Form 10-Q for the quarter ended September 30, 1999.

Second Amendment to the Company’s 1993 Stock Incentive Plan as Amended dated February
13, 2001, hereby incorporated by reference to Exhibit 10.2 of the Company’s Quarterly Report
on Form 10-Q for the quarier ended June 30, 2002,

Third Amendment to the Company’s 1993 Stock Incentive Plan as Amended dated April 27,
2006, hereby incorporuted by reference to Exhibit 10.1 of the Company’s Quarterly Report on
Form 10-Q) for the quarter ended March 31, 2006.
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10.15

10.16

16.17

10.18

10.19

10.20

10.21*

10.22*

10.23*

10.24*

10.25%

10.26*

10.27*

10.28*

M/1 Homes, Inc. 2006 Director Equity Incentive Plan. hercby mcorporulcd by reference to
Exhibit 10.1 of the Compdnv s current Report on Form 8-K dated as of April 27, 2006.

!

First Amcndmem to the M/I Homes, Inc. 2006 Director Equity Incentne Plan, hereby
incorporated by referencc to Exhibit 10.2 of the Company’s Current Report on Form 8-K
dated as of April 27 2006. |

!
M/1 Homes, Inc. iDlreclor Deferred Compensation Plan, hereby mcorporated by reference to
Exhibit 10.4 of tHe] Company’s Quarterly Report on Form 10-Q for the qudner ended Junc 30,
1997.

b
|

First Amendment to M/1 Homes, Inc. Director Deferred Compensation Plan dated February

16, 1999, hereby mcorporated by reference to Exhibit 10.2 of the Company” s Quarterly Report

on Form 10-% fof the quarter ended September 30, 1999. )
|

Sccond Amendment to M/I Homes, Inc. Director Deferred Compcnsatloanldn dated July 1,

2001, hercby meorporated by reference to Exhibit 10.27 of the Company’s ' Annual Report on

Form 10-K for the fiscal year ended December 31, 2002,

Third Amendment to M/l Homes, Inc. Director Deferred Compensation Plan dated January 1,
20035, hereby mcorporated by reference lo Exhibit 10.18 of the Company’ s ' Annual Report on
Form 10-K for the fiscal year ended December 31, 2004, |
Amended and Restated M/I Homes, Inc. Executives® Deferred Compensauon Plan dated Aprii
18, 2001, hereby 1ncorp0raled by reference to Exhibit 10.1 of the Compan} 's Quarterly Report
on Form 10-Q) fot the quarter ended March 31, 2001

I
First Amendmenl to M/I Homes, Inc. Executives’ Deferred Compt.nsdlmn Plan dated July 1.
2001, hereby mcorporaled by reference to Exhibit 10.29 of the Company’ -; Annual Report on
Form 10-K for the fiscal vear ended December 31, 2002.

Second Amendmenl to M/I Homes, Inc. Executives® Deferred Compensation Plan dated June
19, 2002, hereby mcorpomted by reference to Exhibit 10.2 of the Comp.mv's Quarterly Report
on Form 10-Q for the quarter ended June 30, 2002.

Third Amendmeut to M/I Homes, Inc. Executives’ Deferred Compensation Plun dated as of
March 8, 2004, hereby incorporaled by reference to Exhibit 10.32 of the Company’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2003, |

Collateral Assigxllment Split-Dollar Agreement by and among the Comp:mv and Robert H.
Schottenstein, .md Janice K. Schotienstein as Trustee, of the Robert H. Schottenstein 1996
Insurance Trust ddted September 24, 1997, herchy incorporated by reference to Exhibit 10.28
of the Company IS!Annudl Report on Form 10-K for the fiscal vear ended I?ecember 31, 1997.
In 2004, the Trustee changed 1o Steven Schottenstein but did not require amendment 1o the
original dgreement :
Change of Control Agreement between the Company and Phillip G. Creek dated as of March
8, 2004, hereby mcorpomted by reference to Exhibit 10.36 of the Company’s Annual Report
on Form 10-K for the fiscal year ended December 31, 2003. E
Chief Operating Ofﬁcers Separation Agreement effective July 25, 2006, hereby incorporated
by reference to E‘{hlbll 10.1 of the Company’s Current Report on Form 8K dated as of July
27. 2006.

M/ l-Io:ﬁes, Inc. 2004 Executive Officers Compensation Plan, hereby meorporated by reference
to Exhibit 10.2 of the Company’s Quarterly Report on Form 10-Q for the quarter ended March

31, 2004. I
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10.29* The Company’s 2006 Award Formulas and Performance Goals for the Chairman and Chief
Executive Officer. hereby incorporated by reference to Exhibit 10.1 of the Company’s Current
Report on Form 8-K dated February 13, 2006.

10.30* The Company’s 2006 Award Formulas and Performance Goals for the Vice Chairman and
Chiel Operating Officer, hereby incorporated by reference to Exhibit 10.2 of the Company’s
Current Report on Form 8-K dated February 13, 2006.

10.31* The Company’s 2006 Awurd Formulas and Performance Goals for the Senior Vice President
and Chicf Financial Officer, hercby incorporated by reference to Exhibit 10.3 of the
Company’s Current Report on Form 8-K dated February 13, 2006.

10.32* The Company’s 2006 Award Formulas and Performance Goals for the Senior Vice President,
General Counsel and Secretary, hercby incorporated by reference to Exhibit 10.4 of the
Company’s Current Report on Form 8-K dated February 13, 2006.

10.33* M/l Homes, Inc. President’s Circle Bonus Pool Plan, hereby incorporated by reference to
Exhibit 10.5 of the Company’s Current Report on Form 8-K dated February 13, 2006.

11 Earnings Per Share Calculations. (Filed herewith.)

21 Subsidiarics of Company. (Filed herewith.)

23 Consent of Deloitte & Touche LLP. (Filed herewith.)

24 Powers of Attorney. (Filed herewith.)
311 Certification by Robert H. Schottenstein, Chief Executive Officer, pursuani to Item 601 of

Regulation S-K as Adopted Pursuant to Scction 302 of the Sarbanes-Oxley Act of 2002. (Filed
herewith.)

312 Centification by Phillip G. Creek, Chief Financial Officer, pursuant to Item 601 of Regulation $-
K as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

32.1 Certification by Robert H. Schottenstein, Chief Executive Officer, pursuant to 18 U.S.C. Section
1350 us Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. (Filed herewith.)

322 Certification by Phillip G. Creek, Chief Financial Officer, pursuant to 18 U.S.C. Section 1350 as
Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, (Filed herewith.)

* Management contract or compensatory plan or arrangement.
{b) Exhibits

Reference is made to Item 15(a)(3) above. The following is a list of exhibits, included in Item 15¢1)(3) above,
that are filed concurrently with this report. '

Exhibit
Number Description
10.6 Fifth Amendment to the M/I Tomes, Inc, 401(k) Profit Sharing Plan dated November 7, 2006,
10.7 Sixth Amendment to the M/l Homes, Inc. 401¢k) Profit Sharing Plun dated December 13,
: 2006.

10.9 Amendment to Second Amended and Restated Credit Agreement effective as of December
22, 2006 by and among M/l Homes, Inc. as borrower and JPMorgan Chase Bank, N.A. as
agent, and the lenders party to that certain Second Amended and Restated Credit Agreement
dated October 6, 2006.

11 Euarnings Per Share Calculations.
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i
21 Subsidiaries of Company. [
|
|

23 Consent of Deloitte;& Touche LLLP.
|
24 Powers of Attorney: |
[
311 Centification by Robert H. Schottenstein, Chief Executive Officer, pursudnl to Item 601 of

Regulation S-K as'Adopted Pursuant to Section 302 of the Surbanes-Oxley Act of 2002.

31.2 Centification by Phllhp G. Creek, Chief Financial Officer, pursuant to Item 60I of Regulation
S-K us Adopted Parsuant to Section 302 of the Sarbanes-Oxley Act of 2002. l
|
321 Centification by Roben H. Schottenstein, Chief Executive Officer, pursucml to 18 US.C.
Section 1350 as Adoplcd Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
[
322 Centification by Pl‘lllllp G. Creek, Chuef Financial Officer, pursuant 1o 18 U.S.C. Scction 1350
as Adopted Pursuani to Section 906 of the Sarbanes-Oxley Act of 2002.

[

[

t

t

(¢} Financial Statement Schedules - !
|

None required. |
|

|
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. SIGNATURES

this 6th day of March 2007.

NAME AND TITLE

JOSEPH A. ALUTTO*

Joseph A. Alutto
Dircctor

FRIEDRICH K. M. BOHM*

Pursuant 1o the requirements of Scction 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in Colembus, Ohio on

M/T Homes, Inc.
(Registrant)

. /s/Robert H, Schottensiein

Robert H. Schottenstein

Chairman of the Board,

Chicef Executive Officer and President
{Principal Executive Officer)

Pursuant to the requirements of the Securittes Exchange Act of 1934, this reporl has been signed below by the
following persons on behalf of the registrant and in the capacities indicated on the 6th day of March 2007.

NAME AND TITLE

/s/Robert H. Schottenstein

Friedrich K. M. Béhm
Dircctor

YVETTE MCGEE BROWN*

Robert H. Schottenstein

Chairman of the Board,

Chief Executive Officer and President
(Principal Executive Officer)

fs/Phillip G. Creck

Yvette McGee Brown
Director

THOMAS D. 1IGOE*

Themas D. Igoe
Director

J. THOMAS MASON*

Phillip G. Creek

Senior Vice President,

Chief Financial Officer and Director
{Pnincipal Financial Officer)

/s/Ann Mane W. Hunker

J. Thomas Masen
Senior Vice President, General
Counsel and Director

JEFFREY H. MIRO*

Jeffrey H. Miro
Director

NORMAN L. TRAEGER*

Normun L. Traeger
Dircctor

By: /s/Robert H. Schottenstein

Ann Mane W. Hunker
Corporate Controller
(Principal Accounting Officer)

*The above-named Directors and Officers of the registrant execule this report by Robert I1. Schottenstein and Phillip
G. Creek, their Attorneys-in-Fact, pursuant to powers of attorney executed by the above-named Directors and
Officers and filed with the Securities und Exchange Commission as Exhibit 24 to this report,

/s/Phillip G. Creek

Robert H. Schottenstein, Attorney-In-Fact

Phillip G. Creek, Artorney-in-Fact



EXECUTIVE OFFICERS OTHER KEY OFFICERS
ROBERT H. SCHOTTENSTEIN DENNIS S. BAILEY i
Chairman, Chief Executive Officer Region President — Midwest Region

and President |
DANA A. BENNETT

PHILLIP G. CREEK Region President — Florida North Region
Senior Vice President and ‘
Chief Financial Officer THOMAS P. DUNN

Region President — Mid-Atlantic R'cgion
J. THOMAS MASON '
Senior Vice President, PAUL S. ROSEN |
General Counsel and Secretary Executive Officer of M/I Financial
)
FRED J. SIKORSKI
DIRECTORS Region President — Florida South Region
JOSEPH A, ALUTTO PH.D. !
Dean of Fisher College of Business

" at The Ohio State University CORPORATE INFORMATION
CORPORATE HEAD(UARTERS |
FRIEDRICH K.M. BOHM 3 Easton Oval
Chairman Emeritus of NBBJ Columbus, Ohio 43219
mihomes.com
YVETTE MCGEE BROWN
President, STOCK EXCHANGE LISTING
The Center for Child & Family Advocacy New York Stock Exchange (MHO)
f
PHILLIP G. CREEK ] TRANSFER AGENT AND REGISTRAR
Senior Vice President and Computershare Trust Company N.A.{
Chief Financial Officer 250 Royall Street .
Canton, MA 02021 ;
THOoMAS D. IGOE (781)575-3120 '
Retired Senior Vice President, www.Computershare.com |
Bank One NA i
- INDEPENDENT AUDITORS
J. THOMAS MASON i Deloitte & Touche LLP I
Senior Vice President, Columbus, Ohio [

General Counsel and Secretary .
ANNUAL MEETING

JEFFREY H. MIRO The Annual Meeting of Sharcholders will be held

Parter at 9:00 A.M. on May 8, 2007, at the offices of

Honigman Miller Schwartz and Cohn LLP the Company, 3 Easton Oval, Columbus, Ohio
ROBERT H. SCHOTTENSTEIN NYSE CERTIFICATION '

Chairman, Chief Executive Officer On May 3, 2006, Robert H. Schottenstein, Chief

and President Executive Office of the Company cerlificated to

the New York Stock Exchange (NYSE) the most

NORMAN L. TRAEGER recent Annual CEQ certification as required by

President, Section 303A.12(a) of the New York Stock

The Discovery Group Exchange Listed Company Manual.
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